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Background 

The  Office  of  the  Comptroller  of  the  Currency  (OCC)  was 
established  in  1863  as  a  bureau  of  the  Department  of  the 
Treasury.  The  OCC  is  headed  by  the  Comptroller  who  is 
appointed  by  the  President,  with  the  advice  and  consent  of 
the  Senate,  for  a  5-year  term. 

The  OCC  regulates  national  banks  by  its  power  to: 

•  Examine  the  banks; 

•  Approve  or  deny  applications  for  new  charters, 
branches,  capital  or  other  changes  in  corporate  or 
banking  structure; 

•  Take  supervisory  actions  against  banks  that  do  not 
conform  to  laws  and  regulations  or  which  other¬ 
wise  engage  in  unsound  banking  practices,  in¬ 
cluding  removal  of  officers,  negotiation  of 
agreements  to  change  existing  banking  practices, 
and  issuance  of  cease  and  desist  orders;  and 

•  Issue  rules  and  regulations  concerning  banking 
practices  and  governing  bank  lending  and  invest¬ 
ment  practices  and  corporate  structure. 

The  OCC  divides  the  United  States  into  six  geographical 
districts,  with  each  headed  by  a  Deputy  Comptroller. 

The  Office  is  funded  through  assessments  on  the  assets 
of  national  banks,  and  federal  branches  and  agencies. 
Under  the  International  Banking  Act  of  1978,  the  OCC 
regulates  federal  branches  and  agencies  of  foreign 
banks  in  the  United  States. 


The  Comptroller 

Eugene  A.  Ludwig  took  the  oath  of  office  on  April  5, 
1993,  as  the  27th  Comptroller  of  the  Currency. 

By  statute,  the  Comptroller  serves  a  concurrent  term  as 
Director  of  the  Federal  Deposit  Insurance  Corporation 
and  the  Neighborhood  Reinvestment  Corporation.  The 
Comptroller  also  serves  as  a  member  of  the  Federal 
Financial  Institutions  Examination  Council. 

Mr.  Ludwig  joined  the  OCC  from  the  law  firm  of  Cov¬ 
ington  and  Burling  in  Washington,  D.C.,  where  he  was 
a  partner  beginning  in  1981 .  He  specialized  in  intellec¬ 
tual  property  law,  banking,  and  international  trade.  He 
has  written  numerous  articles  on  banking  and  finance 
for  scholarly  journals  and  trade  publications,  and 
served  as  a  guest  lecturer  at  Yale  and  Harvard  Law 
Schools  and  Georgetown  University’s  International  Law 
Institute. 

Mr.  Ludwig  grew  up  in  York,  Pennsylvania,  where  he 
attended  York  Suburban  High  School.  He  earned  a  B.A. 
magna  cum  laude  from  Haverford  College  in  Pennsyl¬ 
vania.  He  received  a  Keasbey  scholarship  to  attend 
Oxford  University,  where  he  studied  politics,  philoso¬ 
phy,  and  economics  and  earned  a  B.A.  and  M.A.  He 
holds  an  LL.B.  from  Yale  University,  where  he  served  as 
editor  of  the  Yale  Law  Journal  and  chairman  of  Yale 
Legislative  Services. 


The  Quarterly  Journal  is  the  journal  of  record  for  the  most  significant  actions  and  policies  of  the  Office  of  the  Comptroller  of 
the  Currency.  It  is  published  four  times  a  year  in  March,  June,  September  and  December.  The  Quarterly  Journal  includes 
policy  statements,  decisions  on  banking  structure,  selected  speeches  and  testimony,  material  released  in  the  interpre¬ 
tive  letters  series,  statistical  data  and  other  information  of  interest  to  the  administration  of  national  banks.  Suggestions, 
comments  or  questions  on  content  may  be  sent  to  Claire  Emory,  Senior  Writer/Editor,  Communications  Division.  Comptroller 
of  the  Currency  Washington,  D  C.  20219.  Subscriptions  are  available  for  $100  a  year  by  writing  to  Publications  -QJ, 
Comptroller  of  the  Currency,  P.O.  Box  70004,  Chicago,  IL  60673-0004. 
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Operations  of  National  Banks 


Overview 

The  national  banking  system  continues  to  prosper.  In 
1 995,  national  banks  posted  record  profits  for  the  fourth 
consecutive  year.  National  banks  earned  $28.6  billion 
in  net  income  while  increasing  equity  capital  $1 7  billion. 
The  return  on  equity  (ROE)  for  national  banks  was  over 
16  percent  for  the  third  consecutive  year,  and  the  ratio 
of  equity  capital  to  assets  climbed  to  7.9  percent. 
Despite  the  slowest  U.S.  economic  growth  since  the 
last  recession  (1990-1991),  the  number  of  unprofitable 
national  banks  fell  to  just  95,  3.3  percent  of  all  national 
banks.  In  the  year  prior  to  the  last  recession,  650 
national  banks,  15.5  percent  of  all  national  banks,  were 
unprofitable. 


Net  income 

National  banks 

$  Billions 


Source:  call  reports 

Return  on  equity 

National  banks 

% 


Source:  call  reports 


The  U.S.  economic  slowdown  during  1995,  however, 
did  have  adverse  effects  on  national  bank  credit  quality 
last  year.  Loan  loss  provisions  and  net  loan  losses 
increased  for  the  first  time  since  1991.  Net  consumer 
loan  losses  were  the  principal  source  of  the  erosion  in 
credit  quality. 

A  number  of  factors  contributed  to  these  credit  quality 
problems,  including:  an  extraordinary  17  percent  in¬ 
crease  in  consumer  loans  during  1994,  coupled  with 
stagnant  or  declining  disposable  income  in  early  1995; 
a  drop  in  consumer  confidence;  and  an  increase  in 
consumer  debt  relative  to  disposable  income  for  the 
year  as  a  whole.  Net  loan  losses  actually  declined 
during  the  year  in  all  categories  except  consumer 
loans.  Levels  of  noncurrent  loans  remained  relatively 

Net  loan  losses  by  type 

National  banks 


Source:  call  reports 


Noncurrent  loans  by  type 
National  banks 

$  Billions 


Source:  call  reports 
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unchanged  from  mid- 1994  levels.  The  ratio  of  total 
noncurrent  loans  to  total  loans  dropped  during  1995. 

Usually  in  these  articles  we  focus  solely  on  the  national 
banking  system  and  how  its  performance  has  changed 
over  time  Over  any  particular  historical  period  —  e.g., 
the  last  several  quarters,  the  last  decade  —  national 
bank  performance  in  one  period  may  be  compared  to 
national  bank  performance  in  the  previous  time 
periods.  In  this  article,  we  compare  the  performance  of 
national  banks  with  their  state  bank  counterparts.1  To 
this  end,  we  first  review  the  structural  changes  for  the 
banking  industry,  with  specific  attention  to  the  share  by 
numbers  and  assets  of  national  and  state  banks  in  the 
commercial  banking  industry  over  time.  This  provides 
the  necessary  framework  in  which  to  discuss  perfor¬ 
mance  of  national  and  state  banks  over  the  last 
decade.  We  conclude  with  a  discussion  of  whether  the 
commercial  banking  industry  in  general,  and  the  na¬ 
tional  banking  system  in  particular,  is  declining. 

Comparison  of  National  and  State 
Banks 

Both  state  and  national  banks  have  declined  in  number, 
although  the  rate  of  decline  has  been  greater  for  nation¬ 
al  banks.  In  1984,  there  were  4,989  national  banks  and 


Number  of  banks 

State  us.  national  banks  (1984  =  WO) 

Index 


Source  call  reports 


Both  the  time  senes  approach  and  the  national  vs  state  bank 
comparisons  suffer  a  basic  limitation  during  periods  of  charter  con¬ 
versions  and  consolidations  When  national  banks  convert  their 
charters  to  state  banks,  distortions  necessarily  appear  in  aggregate 
time  series  For  example  the  exit  of  a  large  national  bank  through 
merger  and  charter  conversion  to  a  state  bank  means  national  bank 
assets  decuned  and  state  bank  system  assets  increased  These 
cr  arter  conversions  have  little  to  do  with  changes  in  performance, 
but  measures  of  performance  such  as  earnings,  return  on  equity, 
re*  vn  on  assets  eammgs  per  bank,  noncurrent  laons,  and  net-loan 
vV.es  w  be  affected  These  changes  are  not  the  result  of  changes 
r  economic  conditions  or  performance,  but  changes  in  structure 
Trem  s  rot  easy  solution  to  this  measurement  problem 


9,569  state  banks.  National  banks  represented  33.9 
percent  of  commercial  banks.  By  year-end  1995,  only 
2,861  national  banks  and  7,082  state  banks  remained, 
and  national  banks  represented  28.8  percent  of  the 
industry.  In  order  to  compare  the  rates  of  decline  in  the 
numbers  of  banks  over  the  last  decade  we  create  an 
index  in  which  the  numbers  are  set  equal  to  1 00  in  1 984. 
For  example,  in  1995  there  were  only  60  percent  as 
many  national  banks  and  73  percent  as  many  state 
banks  as  there  were  in  1984. 

Asset  Size 

Assets  of  both  state  and  national  banks  grew  modestly 
over  this  period.  However,  assets  of  state  banks  kept 
pace  with  economic  growth,  while  assets  of  national 
banks  grew  more  slowly.  Nominal  gross  domestic 
product  grew  at  a  5.9  percent  annual  rate  during  the 
period  1984-1995.  The  assets  for  state  banks  grew  6 
percent;  the  assets  for  national  banks  grew  only  4 
percent.  During  the  period  1984-1989,  both  state  and 
national  banks  had  asset  growth  rates  that  were  virtual¬ 
ly  identical.  After  1989,  however,  state  banks’  asset 
growth  began  to  outstrip  that  of  national  banks.  As  of 
year-end  1995,  national  banks  accounted  for  55.7  per¬ 
cent  of  assets  held  by  commercial  banks,  compared  to 
60.0  percent  at  the  end  of  1989. 

Even  modest  asset  growth,  however,  in  conjunction 
with  a  decline  in  bank  numbers  implies  that  banks  will 
become  larger.  Since  1984,  the  “average  national 
bank"  has  almost  tripled  in  size,  growing  from  $305 
million  to  $840  million  in  assets;  the  “average  state 
bank”  has  also  grown  rapidly  from  $105  million  to  $270 
million  in  assets.  Growth  in  “average  sizes,"  however, 
is  more  a  function  of  rapid  consolidation  in  the  largest 
banks  than  across-the-board  increases  in  the  sizes  of 
all  banks. 

Total  assets 

State  us.  national  banks  (1984  =  100) 


Index 


Source  call  reports 
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The  majority  of  state  and  national  banks  remain  rela¬ 
tively  small.  In  1995,  for  example,  the  median  state 
bank  held  $55  million  dollars  in  assets,  compared  to  the 
median  national  bank  with  $87  million  in  assets.  Dif¬ 
ferences  in  the  size  distribution  of  banks  can  be  readily 
observed  in  the  relative  sizes  of  the  largest  and  smallest 
banks.  Almost  8  percent  of  national  banks  exceeded 
$1  billion  in  assets,  compared  to  less  than  3  percent  of 
state  banks.  Approximately  72  percent  of  state  banks 
are  smaller  than  $100  million  in  assets,  compared  to  56 
percent  of  national  banks.  This  means  that  a  few  nation¬ 
al  banks  hold  the  majority  of  national  bank  system 
assets.  It  is  tempting  to  exclude  the  largest  national 
banks  from  national  and  state  bank  comparisons,  but 
unfortunately  excluding  such  banks  compromises  any 
reasonable  representation  of  the  two  banking  systems. 

Off-Balance-Sheet  Activities 

Both  national  and  state  banks  are  increasing  their 
reliance  on  off-balance-sheet  activities.  When  these 
activities  are  factored  into  the  output  measures  of 
banks,  the  contribution  of  national  and  state  banks  to 
real  economic  output  may  actually  have  increased  over 
time.2  The  table  below  provides  a  partial  accounting  for 


2See  George  L.  Kaufman  and  Larry  R.  Mote,  "Is  Banking  a  Declining 
Industry?  A  Historical  Perspective,"  Economic  Perspectives,  Federal 
Reserve  Bank  of  Chicago  (May/June  1994)  and  John  H.  Boyd  and 
Mark  Gertler,  “Are  Banks  Dead?  Or,  Are  the  Reports  Greatly  Exag¬ 
gerated?”  The  (Declining?)  Role  of  Banking,  Federal  Reserve  Bank 
of  Chicago  (May  1994). 


national  and  state  bank  off-balance-sheet  activities 
over  the  last  decade.  From  this  perspective,  the  in¬ 
dustry  as  a  whole  can  easily  be  viewed  as  growing  and 
making  increasingly  important  contributions  to  real 
economic  growth.  In  1995,  national  and  state  banks 
supported  $17.2  trillion  of  derivatives  and  issued  $1.4 
of  credit  card  lines  and  standby  letters  of  credit.  These 
activities  contributed  to  economic  growth  and  satisfied 
real  demands  for  financial  services. 

Unfortunately  there  is  not  a  good  way  to  compare  the 
size  of  off-balance-sheet  activities  with  dollar-valued 
assets  such  as  loans  or  securities.  Disagreement  con¬ 
tinues  as  to  how  best  to  incorporate  $18.6  trillion  (no¬ 
tional)  in  off-balance-sheet  activities  into  traditional 
measures  of  bank  performance.  On  a  dollar  value 
basis,  these  activities  dwarf  $4.3  trillion  in  commercial 
bank  assets.  Those  who  argue  that  off-balance-sheet 
activities  are  substantial  components  of  real  output 
maintain  that  the  banking  industry  is  at  least  as  impor¬ 
tant  economically  as  it  was  in  1984  and  that  it  may  still 
be  growing.  So  we  are  left  with  a  paradox:  an  industry 
with  a  declining  number  of  participants  and  modest 
asset  growth  may  actually  be  growing! 

Loan  Portfolios 

Although  there  are  notable  differences  between  state 
and  national  banks,  both  state  and  national  banks 
displayed  similar  aggregate  loan  growth.  Loans  out¬ 
standing  at  national  banks  grew  10.2  percent,  during 
1995,  compared  to  10.8  percent  for  loans  outstanding 


Off-Balance-Sheet  Activities  ($  Trillion) 


national  Banks 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

Unused  Loan 

NA 

NA 

NA 

NA 

NA 

NA 

.7 

.7 

.8 

.  9 

1.1 

1.4 

Commitments 
Credit  Card  Lines 

NA 

NA 

NA 

NA 

NA 

NA 

.  2 

.3 

.4 

.4 

.5 

.7 

Standby  Letters 

.08 

.1 

.1 

.1 

.1 

.1 

.1 

.1 

.1 

.1 

.1 

.1 

of  Credit 
Derivatives 
(Notional  Value) 

.4 

.5 

.7 

1.2 

1.5 

2.1 

3.8 

4.0 

4.4 

5.4 

7.6 

8.1 

State  Banks 

1984 

1985 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

Unused  Loan 

NA 

NA 

NA 

NA 

NA 

NA 

.4 

.4 

.5 

.5 

.6 

.8 

Commitments 
Credit  Card  Lines 

NA 

NA 

NA 

NA 

NA 

NA 

.2 

.2 

.2 

.3 

.3 

.4 

Standby  Letters 

.05 

.06 

.05 

.05 

.05 

.05 

.05 

.05 

.05 

.05 

.05 

.06 

of  Credit 
Derivatives 

.2 

.3 

.6 

1.0 

1.2 

1.7 

3.0 

3.4 

4.3 

6.4 

8.2 

9.1 

(Notional  Value) 


Source:  Call  Reports 
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at  state  banks.  State  and  national  banks  displayed 
similar  patterns  in  consumer  and  real  estate  lending; 
they  increased  consumer  lending  roughly  10  percent, 
and  real  estate  lending  by  roughly  8  percent.  In  1995, 
the  principal  difference  between  state  and  national 
banks  occurred  in  C&l  lending.  C&l  lending  by  state 
banks  set  a  decade  high,  increasing  by  16.8  percent 
in  1995.  National  banks  reported  more  modest  growth, 
with  C&l  lending  increasing  by  only  9.8  percent. 

Total  bank  loans 

State  us.  national  banks  (1984  =  100) 


Index 


Source:  call  reports 

C&l  loans 

State  us.  national  banks  (1984  =  100) 


Index 


Source  call  reports 


Net  loan  losses 

State  us.  national  banks  (1984  =  100) 


Index 


Source:  call  reports 


Net  consumer  loan  losses 

State  us.  national  banks  (1984  =  100) 


Index 


Source:  call  reports 


Credit  Quality  Indicators 

Although  rapid  loan  growth  in  1994  and  early  1995 
caused  some  regulatory  anxiety,  noncurrent  loans  con¬ 
tinued  to  drop  as  a  percent  of  both  total  loans  and 
equity.  National  banks  out  paced  state  banks  for  the 
third  consecutive  year  with  lower  noncurrent  loan-to- 
total  loan  ratios  and  lower  net  loan  losses-to-total  loss 
ratios.  Indices  of  C&l  net  loan  losses,  consumer  net 
loan  losses,  and  real  estate  net  loan  losses  were  higher 
at  state  banks  than  at  national  banks  for  the  last  several 
years,  and  the  disparity  grew  in  1995.  Net  real  estate 
loan  losses  at  national  banks  were  much  higher  than  at 
state  banks  between  1987  and  1992,  but  since  have 
fallen  more  rapidly  than  at  state  banks. 
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Differences  in  net  loan  losses  also  explain  earnings 
disparities  between  national  and  state  banks;  because 
national  banks  had  lower  net  loan  losses,  they  had 
higher  earnings.  Earnings  per  national  bank  were 
higher  than  earnings  per  state  bank. 

Bank  Funding  and  Capital 

Deposit  growth  at  national  banks  rebounded  in  1995, 
but  remained  slower  than  state  bank  deposit  growth  for 
the  third  consecutive  year.  This  is  consistent  with  his¬ 
torical  funding  patterns  where  some  of  the  larger  na¬ 
tional  banks  are  less  dependent  on  deposits  for 
funding.  These  larger  national  banks  tend  to  reduce 
national  bank  deposit  growth.  Total  deposits  at  national 
banks  grew  by  4.0  percent  in  1995,  the  most  since 
1989,  but  less  than  the  10.2  percent  growth  in  loans. 
Deposit  growth  in  state  banks  followed  the  same  pat¬ 
tern,  with  loan  growth  outstripping  deposit  growth. 
State  bank  deposits  grew  7.0  percent  compared  with 
loan  growth  of  10.8  percent. 

Banks  continued  to  use  their  record  earnings  to  build 
equity  capital.  Equity  capital  rose  by  $37.4  billion,  or 
1 2.0  percent  for  commercial  banks  as  a  whole  in  1 995. 
Equity  capital  increased  by  9.8  percent  at  national 
banks  and  by  14.7  percent  at  state  banks.  Equity 
capital-to-asset  ratios  at  both  national  and  state  banks 
set  decade  high  ratios  of  7.9  percent  and  8.4  percent, 
respectively. 

Is  Banking  a  Declining  Industry? 

The  commercial  banking  sector  as  a  whole  appears  to 
be  shrinking  as  measured  by  the  declines  in  its  number 
of  banks,  its  modest  asset  growth  relative  to  aggregate 
output  growth,  and  its  share  of  total  financial  assets  in 
the  economy.  Based  primarily  on  these  measures, 
some  analysts  have  suggested  that  the  commercial 
banking  industry  as  a  whole  is  declining  3 

If  we  conclude  that  commercial  banks  are  declining,  or 
otherwise  becoming  less  important  in  the  economy,  we 


3The  Federal  Bank  of  Chicago’s  Bank  Structure  Conference  in  May 
1994  was  entitled  "The  (Declining?)  Role  of  Banking."  The  subject 
was  hotly  debated  and  left  unresolved.  If  the  importance  of  the 
industry  is  viewed  in  terms  of  bank  numbers,  asset  growth  relative  to 
real  economic  growth,  or  as  shares  of  the  flow  of  funds  accounts 
(asset  based),  the  analysts  conclude  that  the  commercial  banking 
industry,  as  a  whole,  is  in  decline.  See  Gary  Gorton  and  Richard 
Rosen,  “Corporate  Control,  Portfolio  Choice  and  the  Decline  in  Bank¬ 
ing,"  Journal  of  Finance,  Vol.  5  (1995);  American  Bankers  Association 
Report  of  the  Market  Share  Task  Force,  Washington  DC:  ABA,  June, 
1994;  and  Franklin  R  Edwards  and  Frederic  S  Mishkin,  "The  Decline 
of  Traditional  Banking:  Implications  for  Financial  Stability  and 
Regulatory  Policy,"  Working  Paper  4993  National  Bureau  of 
Economic  Research,  Cambridge,  Massachusetts  (January  1995). 


must  conclude  that  the  decline  is  particularly  notice¬ 
able  for  national  banks.  According  to  this  argument, 
national  banks  in  particular  must  be  declining  because 
their  assets  have  grown  more  modestly  than  gross 
domestic  product  or  state  bank  assets.  Thus,  some 
analysts  conclude  that  national  banks  in  particular  are 
dying. 

Net  income 

State  us.  national  banks 


$  Billions 


Source:  call  reports 

Return  on  equity 

State  us.  national  banks 

% 


Source:  call  reports 


Such  a  diagnosis  is  probably  erroneous.  Firms  in  dying 
or  declining  industries  typically  exhibit  certain  charac¬ 
teristics:  low  profit  margins,  an  inability  to  raise  equity 
capital,  a  drop  in  production,  a  decline  in  demand,  and 
an  increase  in  bankruptcies.  Neither  the  state  nor  the 
national  banking  system  exhibits  these  symptoms. 
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Despite  the  reduction  in  the  number  of  national  and 
state  banks  in  the  last  few  years,  both  national  and  state 
banks  made  record  profits  for  four  consecutive  years. 
Both  national  and  state  banks  effectively  recapitalized 
themselves  within  two  years  of  the  last  recession  and 
the  reduction  in  the  number  of  national  and  state  banks 
in  more  cases  came,  not  as  a  result  of  failures  and 
assisted  mergers,  but  from  unassisted  mergers  be¬ 
tween  profitable  banks. 

National  bank  failures  have  dropped  precipitously 
since  1991.  Only  one  national  bank  and  five  state  banks 
failed  in  1995.  C&l,  consumer,  and  real  estate  lending 
have  increased  in  both  state  and  national  banks  since 
their  1990-1991  recession  lows.  For  the  third  consecu¬ 
tive  year,  national  banks  outperformed  state  banks  as 
measured  by  their  earnings,  earnings  per  bank,  rate  of 
return  on  equity,  and  rate  of  return  on  assets.  For  the 
first  time  in  over  a  decade,  national  banks  had  earnings 
per  bank  that  exceeded  state  bank  earnings  per  bank. 

Far  from  being  symptoms  of  a  dying  industry,  these  are 
signs  of  a  financially  healthy  industry  that  is  undergoing 
massive  consolidation:  fewer  and  larger  banks  are 
emerging,  and  the  industry’s  earnings  are  continuing  to 
grow. 

Both  state  and  national  banks  have  performed  well  over 
the  last  year,  despite  an  economic  slowdown.  Over  the 
last  decade,  state  banks  have  had  the  edge  in  expan¬ 
sion  with  asset  growth  close  to  gross  domestic  product 


growth,  but  national  banks  have  had  the  edge  in  several 
earnings  performance  categories,  particularly  since 
the  last  recession.  Some' of  the  growth  in  state  bank 
assets  has  undoubtedly  been  attributable  to  several 
large  national  banks  converting  to  state  charters. 

Consequently,  until  the  current  consolidation  move¬ 
ment  of  the  commercial  banking  sector  has  run  its 
course,  intertemporal  comparisons  of  aggregate  state 
and  national  bank  performance  must  be  viewed  with 
caution.  In  the  current  consolidation  period,  these 
swings  in  performance  measures  may  have  more  to  do 
with  megabank  mergers  and  charter  conversions  than 
with  underlying  changes  in  performance.  Before  writing 
the  epitaph  on  the  banking  industry,  we  should  note  that 
dying  industries  do  not  exhibit  the  banking  sector’s  vital 
signs.  Clearly  the  banking  sector  is  undergoing 
dramatic  changes  in  its  product  lines.  It  is  an  industry 
undergoing  technological  transition  as  well  as  con¬ 
solidation.  Declines  in  numbers  and  increases  in 
average  bank  size  are  well-recognized  signs  of  con¬ 
solidation.  Off-balance-sheet  activities  valued  at  $18 
trillion  reflect  transition.  Despite  declines  in  traditional 
measures  of  industry  size  and  importance,  the  vital 
signs  remain  strong  —  for  example  record-setting 
profits,  the  ability  to  raise  equity  capital,  and  a  shrinking 
problem  bank  list. 

Financial  and  Statistical  Analysis 

For  more  information,  contact  Richard  Nisenson 

202-874-5432 
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Aggregate  performance  data  for  national  banks 
(Data  through  fourth  quarter  of  each  year) 


1990 

1991 

1992 

1993 

1994 

1995 

Industry  Structure 

Number  of  banks . 

3,978 

3,789 

3,599 

3,319 

3,078 

2.861 

Number  of  banks  with  losses . 

616 

510 

274 

164 

122 

95 

Number  of  failed/assisted  banks . 

96 

44 

34 

23 

3 

1 

Income  Statement  ($  billions) 

Year-to-Date: 

Net  income  . 

7.40 

8.98 

17.39 

25.70 

26.83 

28.64 

Net  interest  income . 

67.62 

70.84 

76.64 

80.26 

84.12 

87.31 

Noninterest  income . 

34.84 

36.55 

39.96 

45.38 

45.90 

51.10 

Noninterest  expense . 

70.43 

74.85 

78.06 

82.28 

84.02 

87.67 

Loan  loss  provision . 

21.00 

21.93 

15.56 

9.22 

5.56 

6.42 

Gams  on  securities  sales,  net  . 

0.29 

1.84 

2.23 

1.58 

-0.30 

0.11 

Extraordinary  income,  net  . 

0.28 

0.72 

0.35 

1.68 

-0.04 

0.00 

Net  loan  loss . 

18.93 

21.08 

15.80 

10.08 

6.02 

6.50 

Fourth  Quarter: 

Net  income . 

0.06 

2.27 

4.41 

6.60 

6.89 

6.91 

Net  interest  income . 

17.79 

18.57 

20.38 

20.59 

22.38 

23.06 

Noninterest  income . 

9.54 

10.05 

10.42 

12.05 

11.95 

13.64 

Noninterest  expense . 

19.40 

20.35 

21.09 

21.50 

22.65 

23.75 

Loan  loss  provision . 

7.48 

6.57 

3.52 

2.02 

1.40 

2.04 

Gains  on  securities  sales,  net  . 

0.16 

0.89 

0.39 

0.15 

-0.55 

-0.04 

Extraordinary  income,  net  . 

0.18 

0.31 

0.10 

0.13 

0.00 

0.00 

Net  loan  loss . 

5.57 

5.70 

4.19 

2.75 

1.72 

2.30 

Performance  Ratios  (%) 

Year-to-Date: 

Return  on  equity . 

6.40 

7.34 

13.13 

16.89 

16.33 

16.24 

Return  on  assets . 

0.38 

0.46 

0.90 

1.28 

1.26 

1.27 

Net  interest  margin . 

3.48 

3.63 

3.97 

3.99 

3.96 

3.87 

Loss  provision  to  loans . 

1.68 

1.78 

1.33 

0.76 

0.43 

0.45 

Net  loan  loss  to  loans . 

1.52 

1.71 

1.35 

0.83 

0.46 

0.46 

Noncurrent  loans  to  loans  . 

4.05 

4.09 

3.36 

2.07 

1.29 

1.16 

Loss  reserves  to  loans . 

2.68 

2.75 

2.77 

2.48 

2.24 

2.05 

Loss  reserves  to  noncurrent  loans . 

66.02 

67.17 

82.44 

119.89 

173.84 

176.85 

Loans  to  assets . 

64.33 

62.02 

59.55 

60.45 

61.32 

63.45 

Loans  to  deposits . 

82.04 

78.26 

77.02 

80.57 

84.93 

89.92 

Equity  to  assets . 

6.05 

6.41 

7.23 

7.85 

7.66 

7.90 

Estimated  leverage  ratio . 

5.73 

6.09 

6.84 

7.41 

7.35 

7.36 

Estimated  risk-based  capital  ratio . 

9.00 

9.98 

11.57 

12.52 

12.43 

12.18 

Note:  0.00  indicates  a  gain  of  less  than  $5  million. 
Note:  1995  data  are  preliminary. 
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Aggregate  condition  data  for  national  banks 


(Data  through  fourth  quarter  of  each  year) 


1990 

1991 

1992 

1993 

1994 

1995 

Balance  Sheet  ($  Billions) 

Assets . 

1,987.47 

1,985.26 

2,006.78 

2,102.03 

2,257.65 

2,403.48 

Loans  . 

1,278.59 

1,231.27 

1,195.08 

1,270.67 

1,384.43 

1  524  90 

Real  estate  (RE)  .... 

502.12 

502.92 

498.26 

527.05 

561  96 

610  31 

Commercial  &  industrial  (C&l)  .  . 

385.11 

347.97 

332.38 

343.97 

370  05 

405  63 

Consumer  (cnsmr) . 

241.65 

237.24 

229.06 

250.54 

293  44 

322  33 

Noncurrent  loans . 

51.84 

50.40 

40.11 

26.32 

17  87 

17  68 

Noncurrent  RE  loans  .... 

25.28 

26.94 

23.08 

15.89 

10  29 

8  93 

Noncurrent  C&l  loans . 

17.08 

15.81 

11.08 

6.08 

3  84 

4  28 

Noncurrent  cnsmr  loans . 

0.24 

3.51 

3.19 

2.88 

2  97 

3  86 

Other  real  estate  owned . 

14.45 

17.67 

17.16 

10.50 

6  04 

3  76 

Securities  not  in  trading  account*  . 

312.94 

360.21 

403.84 

437.11 

414.34 

390  76 

Total  liabilities . 

1,867.25 

1,858.03 

1,861.72 

1,937.04 

2,084.66 

2,213  51 

Total  deposits . 

1,558.56 

1,573.25 

1,551.69 

1,577.07 

1,630.00 

1  695  82 

Domestic  deposits  .... 

1,373.76 

1,380.32 

1,371.42 

1,364.40 

1,350.48 

1  406  31 

Loan  loss  reserve  .... 

34.23 

33.85 

33.06 

31.56 

31.06 

31  26 

Equity  capital . 

120.23 

127.22 

145.06 

164.99 

172.99 

189  97 

Total  capital . 

147.11 

153.54 

173.46 

195.18 

209.26 

220.65 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

7.91 

-2.22 

21.53 

95.25 

155.62 

145.83 

Loans  . 

4.47 

-47.32 

-36.19 

75.60 

113.76 

140  48 

Noncurrent  loans . 

10.82 

-1.44 

-10.29 

-13.78 

-8  46 

-0  19 

Other  real  estate  owned  .  .  . 

5.23 

3.22 

-0.52 

-6.66 

-4  46 

-2  28 

Securities  not  in  trading  account*  . 

18.46 

47.27 

43.63 

33.27 

-22  77 

-23  58 

Total  liabilities . 

1.68 

-9.22 

3.69 

75.32 

147.62 

128  85 

Total  deposits . 

52.94 

14.69 

-21.55 

25.38 

52.92 

65  82 

Loan  loss  reserve . 

1.78 

-0.37 

-0.79 

-1.50 

-0.50 

0  19 

Equity  capital . 

6.30 

6.99 

17.84 

19.93 

8.00 

16  98 

Total  capital . 

N/A 

6.43 

19.92 

21.71 

14.08 

11.39 

Fourth  Quarter  Changes: 

Assets . 

4.65 

-10.26 

27.28 

41.57 

54.09 

82.31 

Loans  . 

-2.11 

-7.05 

-4.00 

33.34 

50.06 

52  1 1 

Noncurrent  loans . 

4.49 

-1.96 

-4.67 

-5.31 

-1.69 

-0  10 

Other  real  estate  owned . 

1.81 

0.57 

-1.52 

-2.55 

-1.54 

-0  72 

Securities  not  in  trading  account*  .  .  . 

-2.12 

16.00 

8.86 

6.52 

-14  53 

1  10 

Total  liabilities . 

4.59 

-11.68 

23.46 

37.38 

53.13 

78  64 

Total  deposits . 

29.97 

11.62 

27.95 

29.71 

55.50 

73  04 

Loan  loss  reserve . 

2.19 

0.92 

-0.64 

-0.99 

-0.22 

0  23 

Equity  capital . 

0.14 

1.41 

3.83 

4.19 

0.97 

3  67 

Total  capital . 

inn/1  u. .  i _ 

4.14 

1.81 

5.58 

3.49 

3.55 

0.78 

Beginning  in  1994,  securities  classified  by  banks  as  held-to-maturity  are  valued  at  their  amortized  cost,  and  securities  classified  as  available-for-sale  are  valued  at 
their  current  fair  value. 


Note:  1995  data  are  preliminary. 

Financial  and  Statistical  Analysis  (03/11/96) 


Quarterly  Journal,  Vol.  15,  Mo.  1,  March  1996  9 


Aggregate  performance  data  for  national  banks  by  size 
(Data  through  fourth  quarter  of  each  year) 


Under  $100M 

$  1 OOM-SB 

$1B-$10B 

Over 

S 10B 

7ol 

a/ 

— 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

Industry  Structure 

Number  of  banks  . 

1,784 

1,583 

1,082 

1,051 

170 

181 

42 

46 

3,078 

2,861 

Number  of  banks  with  losses 

88 

62 

27 

28 

7 

5 

0 

0 

122 

95 

1 

Number  of  failed/assisted  banks  . 

2 

1 

1 

0 

0 

0 

0 

0 

3 

Income  Statement  ($  Billions) 

Vear-to-Date: 

26.83 

28.64 

Net  income . 

0  98 

0  90 

3.55 

3.27 

8.11 

7.63 

14.19 

16.85 

Net  interest  income . 

3.67 

3  26 

11.94 

11.24 

24.46 

24.31 

44.04 

48.50 

84.12 

87.31 

Noninterest  income 

1.36 

1.33 

4.17 

3.84 

13.54 

12.73 

26.84 

33.21 

45.90 

51.10 

Noninterest  expense 

3.52 

3.20 

10.19 

9.57 

23.66 

21.74 

46.65 

53.16 

84.02 

87  67 

Loan  loss  provision . 

0.10 

0.10 

0.59 

0.67 

1.88 

3.55 

2.99 

2.09 

5.56 

6.42 

Gains  on  securities  sales,  net  . 

-0.02 

0.00 

-0.13 

0.01 

-0.27 

-0.05 

0.12 

0.16 

-0.30 

0.11 

Extraordinary  income,  net  . 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

-0.04 

-0.01 

-0.04 

0.00 

Net  loan  loss 

0.11 

0.08 

0.56 

0.58 

2.09 

2.81 

3.27 

3.03 

6.02 

6.50 

Fourth  Quarter: 

4.07 

6.89 

6.91 

Net  income . 

0.24 

0.22 

0.88 

0.82 

2.03 

1.80 

3.74 

Net  interest  income  . 

0.96 

0.85 

3.13 

2.93 

6.55 

6  36 

11.74 

12.93 

22.38 

23.06 

Noninterest  income . 

0.39 

0.40 

1.15 

1.06 

3.54 

3.31 

6.87 

8.87 

1 1 .95 

13.64 

Noninterest  expense . 

0  96 

0.90 

2.74 

2.54 

6.32 

5.62 

12.63 

14.69 

22.65 

23.75 

Loan  loss  provision . 

0.03 

0.03 

0.17 

0.25 

0.56 

1.27 

0.64 

0.49 

1.40 

2.04 

Gains  on  securities  sales,  net  . 

-0.02 

0.00 

-0.11 

0.02 

-0.28 

0.00 

-0.13 

-0.06 

-0.55 

-0.04 

Extraordinary  income,  net  . 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

Net  loan  loss . 

0.04 

0.03 

0.19 

0.21 

0.64 

1.01 

0.85 

1.04 

1.72 

2.30 

Performance  Ratios  (%) 

Year- to- Date: 

16.33 

16.24 

Return  on  equity . 

11.83 

11.85 

15.05 

13.93 

18.24 

16.76 

16.14 

16.87 

Return  on  assets . 

1.15 

1.19 

1.32 

1.26 

1.43 

1.37 

1.18 

1.23 

1.26 

1.27 

Net  interest  margin . 

4.31 

4.31 

4.43 

4.34 

4.32 

4.37 

3.65 

3.55 

3.96 

3.87 

Loss  provision  to  loans . 

0.24 

0.25 

0.37 

0  44 

0.53 

0.98 

0.40 

0.24 

0.43 

0.45 

Net  loan  loss  to  loans . 

0.24 

0.20 

0  35 

0.37 

0.59 

0.78 

0.44 

0.35 

0.46 

0.46 

Noncurrent  loans  to  loans  . 

1.14 

1.11 

0.95 

0.96 

1.00 

0.97 

1.51 

1.28 

1.29 

1.16 

Loss  reserves  to  loans . 

1.56 

1.42 

1.63 

1.57 

2.17 

2.18 

2.45 

2.11 

2.24 

Z.Vb 

Loss  reserves  to  noncurrent  loans . 

136.92 

128.35 

171.15 

163.38 

216.32 

225.35 

162.12 

165.09 

173.84 

1 76.85 

Loans  to  assets . 

53.61 

54.35 

60.31 

60.18 

63.63 

65.86 

60.98 

63.56 

61.32 

63.45 

Loans  to  deposits . 

61.65 

62.58 

72.41 

72.18 

89.39 

95.83 

88.01 

93.42 

84.93 

89.92 

Equity  to  assets . 

9.71 

10.19 

8.72 

9.24 

7.78 

8.33 

7.24 

7.36 

7.66 

7.90 

Estimated  leverage  ratio . 

10.08 

10.10 

8.86 

9.02 

7.71 

7.85 

6.67 

6.71 

7.35 

7.36 

Estimated  risk-based  capital  ratio . 

18.53 

18.16 

15.05 

15.15 

12.28 

12.23 

11.75 

11.49 

12.43 

12.18 

Note:  1995  data  are  preliminary.  0.00  indicates  a  gain  of  less  than  $5  million. 
Numbers  may  not  add  to  total  due  to  rounding. 
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Aggregate  condition  data  for  national  banks  by  size 
(Data  through  fourth  quarter  of  each  year) 


Under  $100M 

$100M-$1B 

$1B-$10B 

Over  $1  OB 

Total 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

1994 

1995 

Balance  Sheet  ($  Billions) 

Assets . 

86.59 

7  8.36 

278.89 

271.99 

601.05 

593.49 

1,291.12 

1 ,459  64 

2,257  65 

2,403  48 

Loans  . 

46.42 

42.58 

168.21 

163.68 

382.45 

390.87 

787.35 

927  77 

1,384.43 

1,524  90 

Real  estate  (RE)  . 

25.78 

23.65 

92.62 

92.30 

153.16 

151.96 

290  40 

342  40 

561  96 

610  31 

Commercial  &  industrial  (C&l) . 

7.67 

7.17 

28.00 

27.82 

79.01 

78.74 

255.37 

291.90 

370.05 

405  63 

Consumer  (cnsmr) . 

7.71 

6.94 

38.75 

34.99 

123.50 

134.65 

123.48 

145.75 

293  44 

322.33 

Noncurrent  loans . 

0.53 

0.47 

1.60 

1.57 

3.84 

3.78 

11.89 

11.85 

17  87 

17  68 

Noncurrent  RE  loans . 

0.27 

0.24 

0.92 

0.89 

2.05 

1.55 

7.05 

6.26 

10  29 

8  93 

Noncurrent  C&l  loans . 

0.21 

0.19 

0.46 

0.41 

0.68 

0.71 

2.49 

2  97 

3.84 

4  28 

Noncurrent  cnsmr  loans  . 

0.05 

0.04 

0.20 

0.24 

0.98 

1.38 

1.75 

2.19 

2.97 

3  86 

Other  real  estate  owned . 

0.23 

0.15 

0.53 

0.36 

0.83 

0.55 

4.45 

2.70 

6.04 

3  76 

Securities  not  in  trading  account*  . 

29.44 

24.63 

79.12 

73.53 

127.69 

108.11 

178.09 

184.49 

414.34 

390  76 

Total  liabilities . 

78.18 

70.37 

254.58 

246.85 

554.32 

544.08 

1,197.59 

1,352.21 

2.084  66 

2,213.51 

Total  deposits . 

75.31 

68.05 

232.30 

226.75 

427.82 

407.88 

894.57 

993.13 

1,630.00 

1,695.82 

Domestic  deposits . 

75.31 

68.05 

231.71 

226.37 

413.91 

399.03 

629.56 

712.85 

1,350  48 

1,406.31 

Loan  loss  reserve . 

0.72 

0.61 

2.75 

2.56 

8.31 

8.52 

19.28 

19.57 

31.06 

31.26 

Equity  capital . 

8.41 

7.98 

24.31 

25.14 

46.74 

49.41 

93.53 

107.44 

172.99 

189  97 

Total  capital . 

9.19 

8.28 

26.57 

25.95 

53.15 

52.83 

120.35 

133.59 

209.26 

220.65 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

-8.94 

-8.23 

-12.20 

-6.90 

-7.66 

-7.57 

184.43 

168.52 

155.62 

145.83 

Loans  . 

-1.89 

-3.84 

0.84 

-4.53 

10.78 

8.42 

104.03 

140.42 

113.76 

140.48 

Noncurrent  loans . 

-0.17 

-0.06 

-0.65 

-0.04 

-2.80 

-0.06 

-4.83 

-0.04 

-8.46 

-0.19 

Other  real  estate  owned . 

-0.09 

-0.08 

-0.36 

-0.16 

-1.15 

-0.28 

-2.87 

-1.75 

-4.46 

-2  28 

Securities  not  in  trading  account*  . 

-4.41 

-4.80 

-9.55 

-5.59 

-18.67 

-19.59 

9.87 

6.40 

-22.77 

-23.58 

Total  liabilities . 

-8.16 

-7.80 

-11.35 

-7.72 

-5.83 

-10.24 

172.95 

154.61 

147.62 

128.85 

Total  deposits . 

-8.58 

-7.25 

-13.43 

-5.54 

-25.71 

-19.94 

100.65 

98.56 

52.92 

65.82 

Loan  loss  reserve . 

-0.11 

-0.12 

-0.41 

-0.18 

-1.38 

0.20 

1.41 

0.29 

-0.50 

0.19 

Equity  capital . 

-0.79 

-0.43 

-0.85 

0.82 

-1.83 

2.67 

11.48 

13.90 

8.00 

16.98 

Total  capital . 

-0.46 

-0.92 

-0.08 

-0.62 

-0.67 

-0.32 

15.29 

13.24 

14.08 

11.39 

Fourth  Quarter  Changes: 

Assets . 

-2.72 

-0.77 

-3.05 

-5.92 

-24.43 

20.18 

84.30 

68.82 

54.09 

82.31 

Loans  . 

-1.31 

-0.66 

-0.47 

-7.06 

-11.75 

8.36 

63.59 

51.48 

50.06 

52.11 

Noncurrent  loans . 

-0.06 

-0.03 

-0.18 

-0.08 

-1.13 

0.11 

-0.32 

-0.11 

-1.69 

-0  10 

Other  real  estate  owned . 

0.00 

-0.03 

-0.13 

-0.06 

-0.28 

-0.01 

-1.13 

-0.62 

-1.54 

-0.72 

Securities  not  in  trading  account*  .  .  . 

-1.77 

-0.92 

-4.00 

-1.81 

-16.91 

-1.89 

8.16 

3.52 

-14.53 

-1.10 

Total  liabilities . 

-2.39 

-0.57 

-2.18 

-5.06 

-20.30 

19.53 

78.00 

64.74 

53.13 

78.64 

Total  deposits . 

-2.39 

-0.44 

-2.05 

-3.54 

-19.08 

13.14 

79.02 

63.88 

55.50 

73.04 

Loan  loss  reserve . 

-0.05 

-0.03 

-0.12 

-0.09 

-0.91 

0.19 

0.86 

0.16 

-0.22 

0.23 

Equity  capital . 

-0.33 

-0.20 

-0.87 

-0.86 

-4.13 

0.65 

6.30 

4.09 

0.97 

3  67 

Total  capital . 

-0.24 

-0.30 

-0.58 

-1.22 

-3.99 

-0.83 

8.36 

3.14 

3.55 

0.78 

'Beginning  in  1994,  securities  classified  by  banks  as  held-to-maturity  are  valued  at  their  amortized  cost,  and  securities  classified  as  available-for-sale  are  valued  at 

their  current  fair  value.  Numbers  may  not  add  to  total  due  to  rounding. 


Note:  1995  data  are  preliminary. 
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Aggregate  performance  data  for  national  banks  by  region 
(Data  through  fourth  quarter  of  1995) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Total 

Industry  Structure 

Number  of  banks  . 

329 

383 

610 

510 

713 

316 

2,861 

Number  of  banks  with  losses . 

11 

14 

12 

13 

15 

30 

95 

Number  of  failed/assisted  banks 

0 

0 

0 

0 

0 

1 

1 

Income  Statement  ($  Billions) 

Year-to-Date: 

Net  income . 

8.36 

4.78 

4.07 

2.58 

2.52 

6.33 

28  64 

Net  interest  income . 

27.44 

14.65 

13.06 

6.70 

7.92 

17.53 

87.31 

Noninterest  income . 

19.44 

6.83 

5.48 

5.01 

3.92 

10.43 

51.10 

Noninterest  expense . 

31.28 

13.56 

11.47 

7.03 

7.94 

16.39 

87.67 

Loan  loss  provision . 

2.48 

0.62 

0.96 

0.76 

0.33 

1.26 

6.42 

Gams  on  securities  sales,  net 

0.13 

-0.01 

0.00 

0.02 

0.01 

-0.03 

0.1 1 

Extraordinary  income,  net  . 

0.00 

0  00 

-0.01 

0.00 

0.00 

0.00 

0.00 

Net  loan  loss . 

2.36 

0.76 

0.78 

0.73 

0.27 

1.61 

6.50 

Fourth  Quarter: 

Net  income . 

1.73 

1.42 

0.84 

0.72 

0.67 

1 .53 

6.91 

Net  interest  income . 

7.09 

4.42 

3.16 

1.89 

2.02 

4.50 

23.06 

Noninterest  income . 

5.10 

2.09 

1.32 

1.34 

1.03 

2.75 

13.64 

Noninterest  expense 

8.57 

4.10 

2.93 

1.93 

1.98 

4.24 

23.75 

Loan  loss  provision . 

0.79 

0.24 

0.30 

0.24 

0.11 

0.36 

2.04 

Gains  on  securities  sales,  net  . 

-0.09 

0.01 

0.01 

0.01 

0.02 

-0.01 

-0.04 

Extraordinary  income,  net  . 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

Net  loan  loss . 

0.84 

0.31 

0.28 

0.23 

0.11 

0.54 

2.30 

Performance  Ratios  (%) 

Year-to-Date: 

Return  on  equity . 

14.09 

16.99 

14.73 

20.84 

14.58 

20.01 

16.24 

Return  on  assets . 

1.09 

1.26 

1.16 

1.62 

1.16 

1 .64 

1.27 

Net  interest  margin . 

3.59 

3.86 

3.71 

4.21 

3.65 

4.55 

3.87 

Loss  provision  to  loans . 

0.53 

0.26 

0.44 

0.76 

0.27 

0.47 

0.45 

Net  loan  loss  to  loans . 

0.51 

032 

0.35 

0.73 

0.22 

0.60 

0.46 

Noncurrent  loans  to  loans  . 

1.58 

0.77 

0.90 

0.89 

0.81 

1.28 

1.16 

Loss  reserves  to  loans . 

2.37 

1.66 

1.83 

1.71 

1.49 

2.46 

2.05 

Loss  reserves  to  noncurrent  loans . 

150.10 

214.14 

202.39 

192.92 

184.19 

192.05 

1  76.85 

Loans  to  assets . 

62.50 

63.22 

63.05 

63.10 

57.80 

69.24 

63.45 

Loans  to  deposits . 

89.95 

91.63 

87.68 

93.05 

75.91 

97.31 

89.92 

Equity  to  assets . 

7.88 

7.56 

7.95 

7.91 

8.09 

8.17 

7.90 

Estimated  leverage  ratio . 

7.30 

6.94 

7.47 

7.78 

7.67 

7.49 

7.36 

Estimated  risk-based  capital  ratio . 

12.33 

11.66 

12.01 

12.71 

12.87 

12.03 

12.18 

Note  1995  data  are  preliminary.  0.00  indicates  a  gain  of  less  than  $5  million.  Numbers  may  not  add  to  total  due  to  rounding. 
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Aggregate  condition  data  for  national  banks  by  region 
(Data  through  fourth  quarter  of  1995) 


Northeast 

Southeast 

Central 

Midwest 

Southwest 

West 

Total 

Balance  Sheet  ($  Billions) 

Assets . 

798.28 

436.29 

367.11 

170.78 

227.32 

403.70 

2,403  48 

Loans  . 

498.96 

275.82 

231.46 

107.76 

131.40 

279.50 

1,524  90 

Real  estate  (RE)  . 

173.42 

132.57 

94.93 

37.90 

60.38 

111.11 

610.31 

Commercial  &  industrial  (C&l) . 

151.93 

66.39 

58.17 

24.84 

36.95 

67.34 

405  63 

Consumer  (cnsmr) . 

100.61 

47.83 

57.02 

32.85 

24.54 

59  48 

322.33 

Noncurrent  loans . 

7.86 

2.13 

2.09 

0.95 

1.06 

3.58 

17.68 

Noncurrent  RE  loans . 

3.98 

1.27 

0.85 

0.30 

0.54 

1.99 

8  93 

Noncurrent  C&l  loans . 

1.57 

0.52 

0.71 

0.27 

0.36 

0.86 

4  28 

Noncurrent  cnsmr  loans  . 

1.99 

0.31 

0.49 

0.34 

0.12 

061 

3.86 

Other  real  estate  owned . 

1.87 

0.53 

0.24 

0.10 

0.20 

0.81 

3.76 

Securities  not  in  trading  account*  . 

112.11 

77.95 

61.08 

33.38 

62.16 

44.07 

390.76 

Total  liabilities . 

735.37 

403.32 

337.91 

157.28 

208.93 

370.71 

2,213.51 

Total  deposits . 

554.68 

301.01 

263.99 

115.81 

173.09 

287.23 

1,695.82 

Domestic  deposits . 

354.13 

282.73 

240.94 

115.00 

169.85 

243.66 

1,406.31 

Loan  loss  reserve . 

11.80 

4.57 

4.23 

1.84 

1.95 

6.87 

31.26 

Equity  capital . 

62.91 

32.97 

29.20 

13.50 

18.39 

32.99 

189.97 

Total  capital . 

76.31 

37.25 

33.45 

15.57 

19.32 

38.74 

220.65 

Balance  Sheet  Changes  ($  Billions) 

Year-to-Date  Changes: 

Assets . 

31.59 

50.16 

-7.40 

20.30 

17.66 

33.51 

145.83 

Loans  . 

45.27 

39.13 

1.31 

14.10 

17.51 

23.16 

140.48 

Noncurrent  loans . 

-0.55 

0.15 

0.18 

0.08 

0.12 

-0.17 

-0  19 

Other  real  estate  owned . 

-1.56 

-0.21 

-0.16 

-0.05 

-0.12 

-0.18 

-2.28 

Securities  not  in  trading  account*  . 

-8.42 

0.30 

-12.07 

0.10 

-0.57 

-2.93 

-23.58 

Total  liabilities . 

27.41 

44.88 

-8.29 

18.29 

15.67 

30.89 

128.85 

Total  deposits . 

24.07 

24.39 

-11.16 

10.46 

4.27 

13.79 

65.82 

Loan  loss  reserve . 

-0.26 

0.39 

0.01 

0.07 

0.10 

-0.11 

0.19 

Equity  capital . 

4.18 

5.28 

0.89 

2.02 

1.99 

2.62 

16.98 

Total  capital . 

2.42 

4.55 

-1.38 

1.65 

1.69 

2.47 

11.39 

Fourth  Quarter  Changes: 

Assets . 

24.84 

19.63 

5.92 

12.24 

8.67 

11.01 

82.31 

Loans  . 

22.42 

10.59 

3.02 

5.56 

5.28 

5.24 

52.11 

Noncurrent  loans . 

-0.36 

-0.02 

0.12 

0.10 

0.02 

0.04 

-0.10 

Other  real  estate  owned . 

-0.47 

-0.09 

0.00 

-0.02 

-0.02 

-0.12 

-0.72 

Securities  not  in  trading  account* . 

-2.47 

3.30 

-1.07 

0.70 

-1.52 

-0.04 

-1.10 

Total  liabilities . 

23.96 

18.05 

5.86 

11.43 

8.46 

10.88 

78.64 

Total  deposits . 

26.17 

12.83 

7.63 

9.83 

7.50 

9.08 

73.04 

Loan  loss  reserve . 

0.05 

0.09 

0.06 

0.07 

0.02 

-0.06 

0.23 

Equity  capital . 

0.88 

1.58 

0.06 

0.81 

0.21 

0.13 

3.67 

Total  capital . 

-0.17 

1.05 

-0.93 

0.94 

0.07 

-0.19 

0.78 

their  current  fair  value.  Numbers  may  not  add  to  total  due  to  rounding. 

Note:  1995  data  are  preliminary.  0.00  indicates  a  gain  of  less  than  $5  million. 
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Definitions 


Glossary 


Commercial  Real  Estate  Loans:  Loans  secured  by  nonfarm,  nonresidential  properties. 

Construction  Loans:  Loans  for  construction  and  land  development. 

Extraordinary  Income,  Net  Net  after-tax  income  from  events  and  transactions  that  are  “unusual  and  infrequent.” 

Failed/Assisted  Banks  National  banks  that  have  been  closed  by,  or  have  received  financial  assistance  from,  the  Federal 
Deposit  Insurance  Corporation  (FDIC). 

Gams  on  Securities  Sales,  Net:  Net  pre-tax  realized  gains  (losses)  on  securities  not  held  in  trading  account. 

Leverage  Ratio:  Ratio  of  estimated  Tier  1  capital  to  estimated  tangible  total  assets. 

Loans:  Total  loans  and  leases  less  unearned  income. 

Net  Loan  Losses:  Total  loans  and  leases  charged  off  (removed  from  balance  sheet  because  of  uncollectibility)  during 
the  period,  less  amounts  recovered  on  loans  and  leases  previously  charged  off. 

Loan  Loss  Reserve:  The  allowance  for  loan  and  lease  losses. 

National  Banks:  Nationally  chartered  commercial  banks,  trust  companies  without  deposits,  nonbank  banks,  and  credit 
card  banks  in  the  United  States  and  its  territories  that  are  insured  by  either  the  Bank  Insurance  Fund  or  the  Savings 
Association  Insurance  Fund  of  the  FDIC  and  filed  a  call  report. 

Noncurrent  Loans:  The  sum  of  loans  and  leases  90  days  or  more  past  due  plus  nonaccrual  loans. 

Net  Interest  Margin:  Net  interest  income  as  a  percent  of  average  assets. 

Other  Real  Estate  Owned  (OREO):  Real  estate  acquired  by  a  bank  for  debts  previously  contracted  (i.e.,  foreclosed  real 
estate).  Also  includes  property  formerly  used  or  intended  for  use  for  banking  purposes. 

Regions:  Northeastern  (NE)  —  Connecticut,  Delaware,  District  of  Columbia,  Maine,  Maryland,  Massachusetts,  New 
Hampshire,  New  Jersey,  New  York,  Pennsylvania,  Puerto  Rico,  Rhode  Island,  Vermont,  Virgin  Islands;  Southeastern  (SE) 

—  Alabama,  Florida,  Georgia,  Mississippi,  North  Carolina,  South  Carolina,  Tennessee,  Virginia,  West  Virginia;  Central  (CE) 

—  Illinois,  Indiana,  Kentucky,  Michigan,  Ohio,  Wisconsin;  Midwestern  (MW)  —  Iowa,  Kansas,  Minnesota,  Missouri, 
Nebraska,  North  Dakota,  South  Dakota;  Southwestern  (SW)  —  Arkansas,  Louisiana,  New  Mexico,  Oklahoma,  Texas; 
Western  (WE)  —  Alaska,  Arizona,  California,  Colorado,  Guam,  Hawaii,  Idaho,  Montana,  Nevada,  Oregon,  Utah, 
Washington,  Wyoming.  Each  bank  in  a  multinational  bank  holding  company  is  included  in  the  region  in  which  the  bank 
is  located. 

Residential  Real  Estate:  Loans  secured  by  one-  to  four-family  and  multifamily  (five  or  more)  residential  properties. 

Risk-based  Capital  (RBC)  Ratio:  Ratio  of  estimated  total  capital  to  estimated  risk-weighted  assets. 

Securities  Not  in  Trading  Account:  Total  securities  excluding  those  held  in  trading  accounts.  Beginning  in  1994,  securities 
classified  by  banks  as  “held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  as  “available-for-sale" 
are  valued  at  their  current  fair  value. 

Total  Capital  The  sum  of  Tier  1  and  Tier  2  capital.  Tier  1  capital  consists  of  common  shareholders  equity,  perpetual 
preferred  shareholders  equity  with  noncumulative  dividends,  retained  earnings,  and  minority  interests  in  the  equity 
accounts  of  consolidated  subsidiaries.  Tier  2  capital  consists  of  subordinated  debt,  intermediate-term  preferred  stock, 
cumulative  and  long-term  preferred  stock,  and  a  portion  of  a  bank’s  allowance  for  loan  and  lease  losses. 


Computation  Methodology 

C  jrrent  quarter  income  statement  items  were  calculated  by  summing  the  difference  between  the  year-to-date  and  previous 
quarter  numbers  of  each  item  for  all  banks  that  filed  a  current  quarter  call  report.  For  performance  ratios  constructed  by 
d'  /idmg  an  income  statement  (flow)  item  by  a  balance  sheet  (stock)  item,  the  income  statement  item  for  the  period  was 
annua  zed  (multiplied  by  the  number  of  periods  in  a  year)  and  the  average  of  the  balance  sheet  item  for  the  period 
(beginning  of-period  amount  plus  end-of-period  amount  divided  by  two)  was  used. 
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Economics  and  Policy  Analysis  Working 
Paper  Series 


The  Economics  and  Policy  Analysis  Working  Paper 
Series  was  created  in  1993  as  a  means  of  disseminat¬ 
ing  the  research  of  staff  economists  in  the  OCC’s  De¬ 
partment  of  Economics  and  Policy  Analysis.  The 
papers  explore  a  variety  of  financial  and  policy  issues 
concerning  the  performance,  regulation,  and  supervi¬ 
sion  of  national  banks.  They  are  published  at  irregular 
intervals  throughout  the  year,  as  research  is  completed. 

All  of  the  published  working  papers  are  listed  below, 
with  a  short  abstract  of  each  paper.  If  you  would  like  to 
receive  any  of  these  working  papers,  or  if  you  would 
like  to  be  placed  on  the  mailing  list  to  receive  future 
working  papers,  contact  the  Communications  Division 
at  mail  stop  3-3,  Comptroller  of  the  Currency,  Washing¬ 
ton,  DC  20219,  by  telephone  at  202-874-4700,  or  on  the 
Internet  at  http://www.occ.treas.gov/econ.htm. 

1995  Working  Papers 

95-5  “Problem  Loans  and  Cost  Efficiency  in 

Commercial  Banks,”  Allen  N.  Berger  and 
Robert  DeYoung,  December  1995. 

Abstract:  This  paper  addresses  the  seldom-examined 
intersection  between  the  problem  loan  and  the  bank 
efficiency  literatures.  We  employ  Granger-causality 
techniques  to  test  four  hypotheses  regarding  the  rela¬ 
tionships  among  loan  quality,  cost  efficiency,  and  bank 
capital  —  “bad  luck,”  “bad  management,”  “skimping,” 
and  “moral  hazard.”  In  general,  the  data  suggest  that 
problem  loans  Granger-cause  reductions  in  cost  effi¬ 
ciency  (supporting  the  bad  luck  hypothesis),  and  that 
cost  efficiency  Granger-causes  reductions  in  problem 
loans  (supporting  the  bad  management  hypothesis). 
On  average,  the  data  support  neither  the  skimping  nor 
moral  hazard  hypotheses,  although  we  find  evidence 
of  the  former  in  a  subsample  of  cost-efficient  banks, 
and  evidence  of  the  latter  in  a  subsample  of  thinly 
capitalized  banks.  Our  results  imply  that  policymakers 
and  bank  researchers  should  consider  cost  efficiency 
in  addition  to  the  more  traditional  indicators  of  bank 
failure  (capital  levels,  credit  risk,  etc.).  Our  results  are 
ambiguous  concerning  whether  or  not  loan  quality 
should  be  included  as  a  control  variable  in  cost  effi¬ 
ciency  models. 


95-4  “Out-of-State  Holding  Company  Affiliation 
and  Small  Business  Lending,”  Gary  Whalen, 
September  1995. 

Abstract:  Opponents  of  interstate  banking  and  branch¬ 
ing  assert  that  larger  organizations,  particularly  those 
headquartered  outside  local  markets,  are  either  less 
willing  or  less  able  to  make  small  business  loans  than 
smaller  competitors.  The  expected  outcome  of  ongoing 
acquisition  activity  by  companies  with  interstate  opera¬ 
tions  is  higher  prices  and  reduced  volumes  of  credit  to 
small  business  borrowers  in  affected  local  markets. 
This  study  attempts  to  determine  whether  or  not  these 
effects  are  evident.  Small  business  lending  levels, 
prices,  and  margins  for  a  sample  of  1,377  banks  lo¬ 
cated  in  the  states  of  Illinois,  Kentucky,  and  Montana 
are  examined  using  simple  univariate  statistical  tests 
and  regression  analysis.  In  general,  the  results  are  not 
consistent  with  the  assertions  of  those  opposed  to 
interstate  banking  and  branching.  Analysis  of  the  avail¬ 
able  data  for  these  states  indicates  that  the  volume  of 
small  business  lending  by  out-of-state  bank  holding 
company  (OSHC)  subsidiaries  compares  favorably 
with  both  independent  banks  and  in-state  bank  holding 
company  subsidiaries.  The  analysis  also  shows  that 
out-of-state  holding  company  subsidiaries  do  not  sys¬ 
tematically  discourage  small  business  borrowing 
through  their  loan  pricing.  Small  loan  rates  at  OSHC 
bank  subsidiaries  generally  are  lower  than  those  at 
other  types  of  banks.  OSHC  subsidiaries  also  appear 
to  be  willing  to  accept  lower  margins  on  small  commer¬ 
cial  loans.  The  results  demonstrate  that  independents 
do  not  appear  to  be  at  a  competitive  disadvantage 
relative  to  OSHC  subsidiaries,  at  least  in  this  particular 
product  line. 


95-3  “Evaluating  Statistical  Models  of  Mortgage 
Lending  Discrimination:  A  Bank-Specific 
Analysis,”  Mitchell  Stengel  and  Dennis 
Glennon,  May  1995. 

Abstract:  The  Boston  Fed’s  study  on  mortgage  lending 
discrimination  has  prompted  a  considerable  increase 
in  the  use  of  statistical  methods  to  evaluate  banks’ 
lending  behavior.  However,  several  issues  concerning 
the  validity,  accuracy,  and  reliability  of  statistical  mod¬ 
els  remain  unresolved.  In  this  paper,  we  attempt  to 
address  several  of  those  issues  within  the  context  of  a 
bank-specific  analysis.  Using  data  gathered  from  three 
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nationally  chartered  banks,  we  extend  the  “standard" 
model  outlined  in  the  Boston  Fed  study.  We  conclude 
that  a  model  specification  that  incorporates  the  specific 
underwriting  guidelines  of  the  individual  bank  is  more 
appropriate  than  a  broadly  defined,  generic  specifica¬ 
tion  applied  across  all  banks.  We  also  show  that  the 
process  of  incorporating  the  bank-specific  guidelines 
is  itself  difficult  and  can  be  complicated  further  by  the 
lack  of  accurate  data  upon  which  to  build  a  valid 
representative  sample.  We  discuss  several  additional 
methodological  issues  concerning  model  validity, 
specification,  sample  design,  and  data  accuracy  that 
must  be  addressed  if  a  statistical  method  is  to  become 
a  useful  and  accurate  supervisory  tool. 


95-2  “Foreign-Owned  Banks  in  the  (J.S.:  Earning 
Market  Share  or  Buying  It?”  Robert  DeYoung 
and  Daniel  E.  Nolle,  April  1995. 

Abstract:  This  paper  seeks  to  explain  why  U.S.  subsidi¬ 
aries  of  foreign  banks  earned  such  low  profits  during 
the  past  decade,  while  at  the  same  time  making  dra¬ 
matic  gains  in  U.S.  market  share.  We  estimate  profit 
efficiency  for  a  panel  of  U.S. -owned  and  foreign-owned 
U.S.  banks  between  1985  and  1990,  using  a  modified 
version  of  the  profit  efficiency  model  introduced  by 
Berger,  Hancock,  and  Humphrey  (1993)  that  is  less 
sensitive  to  asset  size,  measures  a  greater  percentage 
of  bank  output,  and  controls  for  portfolio  and  financial 
risk.  We  find  that  foreign-owned  banks  were  signifi¬ 
cantly  less  profit-efficient  than  U.S. -owned  banks,  a 
result  that  was  driven  almost  entirely  by  poor  input 
efficiency.  In  particular,  given  their  production  levels, 
their  fixed  inputs,  and  the  prices  they  faced,  foreign- 
owned  banks  relied  more  on  expensive  purchased 
funds  than  did  U.S. -owned  banks.  The  results  suggest 
that  foreign  banks  traded  profits  during  the  late  1980s 
in  exchange  for  fast  growth  and  increased  market 
share. 


95-1  “Banking  Industry  Consolidation:  Past 

Changes  and  Implications  for  the  Future,” 
Daniel  E.  Nolle,  April  1995. 

Abstract:  Since  1980  the  commercial  banking  industry 
has  undergone  radical  structural  change,  the  most 
obvious  evidence  of  which  is  the  substantial  decline  in 
the  number  of  banks.  Despite  public  focus  on  record 
numbers  of  bank  failures  in  the  mid-to-late  1 980s,  much 
of  the  consolidation  of  the  banking  industry  was  due  to 
corporate  reorganizations  within  bank  holding  compa¬ 
nies  In  particular,  the  dismantling  of  geographic  barri¬ 
ers  to  branching  within  states  allowed  multi-bank 
holding  companies  to  merge  their  subsidiaries  into 
fewer  banks  in  a  given  state  At  the  same  time  this  trend 


toward  centralization  of  corporate  structure  occurred, 
banking  companies  also  responded  to  state-by-state 
legislation  to  allow  interstate  banking  by  increasing  the 
number  of  states  in  which  they  operated  separately 
capitalized  banks.  A  simple  extrapolation  of  these  past 
consolidation  trends  results  in  a  decline  of  over  2,000 
banks  by  the  end  of  the  decade.  Augmenting  that 
scenario  by  taking  account  of  the  possible  impact  of 
the  recently  enacted  nationwide  interstate  branching 
act  yields  further  possible  consolidation  of  about  1 ,000 
banks. 


1994  Working  Papers 

94-8  “Securitization  of  Small  Business  Loans,” 
Christopher  Beshouri  and  Peter  Nigro, 
December  1994. 

Abstract:  This  paper  assesses  the  potential  impact  of 
securitization  in  improving  small  businesses'  access  to 
credit.  It  begins  by  examining  the  nature  of  small  busi¬ 
ness  lending  and  the  factors  that  make  banks  the 
primary  providers  of  credit  to  small  businesses.  The 
paper  then  examines  the  conditions  under  which  the 
benefits  of  securitization  are  fully  realized  and  whether 
the  nature  of  small  business  lending  satisfies  those 
conditions.  We  argue  that  certain  characteristics  of 
small  firm  finance,  especially  information  problems  and 
the  need  for  ongoing  monitoring,  are  likely  to  mitigate 
the  full  benefits  of  securitization,  i.e.,  the  substantial 
funding  cost  advantages.  Specifically,  loan  buyers  will 
demand  substantial  levels  of  loss  protection  to  com¬ 
pensate  for  their  uncertainty  over  the  returns  on  the 
underlying  credits  and  to  leave  intact  the  seller’s  incen¬ 
tive  to  monitor  properly  the  loans  sold.  Loss  protection, 
however,  will  reduce  or  eliminate  any  funding  cost 
advantages,  including  capital  cost  reductions.  In  the 
absence  of  lower  funding  costs,  banks  are  unlikely  to 
undertake  substantial  new  lending  to  small  businesses. 
Securitizations  of  small  business  loans  could  still  take 
place,  but  they  are  likely  to  be  undertaken  for  special 
purposes  rather  than  as  a  primary  funding  mechanism. 


94-7  “Information  and  Accuracy  in  Interest-Rate- 
Risk  Simulation,”  Mike  Carhill,  October  1994. 

Abstract:  Accurate  interest-rate-risk  modelling  requires 
detailed  information,  but  information  is  costly.  By  as¬ 
sessing  the  rate-sensitivity  estimates  from  models  that 
require  differing  degrees  of  detail,  we  calculate  the 
marginal  improvements  in  accuracy  that  result  from 
marginal  increments  of  informational  detail.  We  limit  the 
analysis  to  the  instruments  most  commonly  held  by 
financial  intermediaries.  Surprisingly,  for  most  of  those 
instruments,  we  can  discriminate  between  model  esti- 
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mates  with  great  precision.  As  a  corollary,  a  high  de¬ 
gree  of  model  precision  appears  to  be  possible,  pro¬ 
vided  that  sufficiently  detailed  data  are  used.  However, 
this  precision  holds  only  if  the  models’  underlying  as¬ 
sumptions  are  granted,  and  it  is  not  easy  to  discriminate 
among  alternative  underlying  assumptions.  Therefore, 
model  precision  does  not  imply  model  accuracy. 

94-6  “Risk-Based  Capital,  Portfolio  Risk,  and  Bank 
Capital:  A  Simultaneous  Equations  Approach,” 
Kevin  Jacques  and  Peter  Nigro,  September 
1994. 

Abstract:  This  paper  examines  the  impact  the  recently 
implemented  risk-based  standards  have  had  on  both 
bank  capital  and  portfolio  risk.  To  date,  little  if  any 
attention  has  focused  on  how  the  risk-based  capital 
standards  have  impacted  bank  risk  and  capital  levels. 
Building  on  previous  research,  this  paper  uses  a  three- 
stage  least  squares  (3SLS)  model  to  analyze  the  rela¬ 
tionship  between  bank  capital,  portfolio  risk,  and  the 
risk-based  capital  standards.  The  results  suggest  that 
the  risk-based  capital  standards  had  a  significant  im¬ 
pact  on  capital  and  risk  levels  in  well-capitalized  banks, 
but  little  impact  on  undercapitalized  banks. 


94-5  “Are  Foreign  Banks  Out-Competing  CI.S. 

Banks  in  the  (J.S.  Market?”  Daniel  E.  Nolle, 

May  1994. 

Abstract:  The  market  share  of  foreign-owned  banks 
(subsidiaries,  branches,  and  agencies)  in  the  United 
States  grew  dramatically  during  the  1980s  and  early 
1990s,  amid  fears  that  foreign  banks  were  out-compet¬ 
ing  U.S. -owned  banks  in  their  home  market.  However, 
more  recent  data  show  that  growth  of  the  market  share 
of  foreign-owned  banks  has  slowed  substantially.  Fur¬ 
thermore,  the  data  show  that  foreign-owned  banks  in 
the  U.S.  have  persistently  exhibited  lower  profit  rates 
than  counterpart  U.S. -owned  banks,  subsidiaries  of 
foreign  banks  have  operated  less  efficiently  than  U.S.- 
owned  banks,  and  in  the  last  few  years  the  credit  quality 
of  foreign  banks  plunged  below  that  of  U.S. -owned 
banks.  These  findings  call  into  question  fears  about 
foreign  banks  out-competing  U.S.  banks  in  the  U.S. 
market  and  suggest  that,  despite  having  captured  a 
substantial  share  of  U.S.  banking  business,  further 
penetration  of  the  U.S.  banking  market  by  foreign- 
owned  banks  is  far  from  certain. 


94-4  “Wealth  Effects  of  Intraholding  Company 
Bank  Mergers:  Evidence  from  Shareholder 
Returns,”  Gary  Whalen,  May  1994. 

Abstract:  Using  an  event  study  approach,  this  analysis 
examines  whether  or  not  intracompany  mergers  of 
subsidiary  banks  by  multibank  holding  companies  re¬ 
sult  in  significant,  positive,  abnormal  stock  returns. 
Such  a  result  implies  that  investors  expect  this  type  of 
merger  will  improve  future  profitability,  presumably  by 
permitting  efficiencies  to  be  realized  or  revenues  to 
increase.  The  analysis  of  the  stock  returns  for  a  sample 
of  39  consolidating  companies  indicates  that  this  is  the 
case.  These  findings  appear  to  be  quite  robust.  Fur¬ 
thermore,  the  findings  imply  that  permitting  holding 
companies  with  interstate  operations  to  consolidate 
their  banking  units  across  state  lines  could  yield  effi¬ 
ciencies  as  proponents  of  interstate  branching  claim. 


94-3  “Fee-Based  Services  and  Cost  Efficiency  in 
Commercial  Banks,”  Robert  DeYoung,  April 
1994. 

Abstract:  Commercial  banks’  share  of  loans  to  busi¬ 
nesses  and  households  has  declined  significantly  over 
the  past  two  decades.  Many  banks  have  responded  by 
expanding  their  production  of  fee-based  financial  serv¬ 
ices.  This  study  describes  trends  in  noninterest  and 
fee-based  income  in  commercial  banks  since  1984, 
and  examines  the  relationship  between  these  trends 
and  banking  cost  efficiency.  Cost  efficiency  estimates 
are  generated  using  a  multiproduct,  thick  cost  frontier 
approach  that  controls  for  the  impact  of  fee-based 
activities  on  banks'  costs  of  production.  The  results 
suggest  that  banks  producing  relatively  large  amounts 
of  fee-based  services  have  been  more  cost-efficient 
than  their  peers  over  the  past  decade.  This  cost  advan¬ 
tage  tends  to  be  small,  however,  and  does  not  appear 
to  significantly  enhance  profitability.  There  are  anoma¬ 
lous  results  for  banks  that  derive  over  30  percent  of  their 
income  from  fee-based  activities,  but  the  anomalies 
may  be  caused  by  differences  in  the  production  tech¬ 
nologies  that  are  not  adequately  captured  by  the  cost 
model.  The  analysis  demonstrates  that  simple  account¬ 
ing-based  cost  ratios,  as  well  as  multiple-output  cost 
models  that  include  only  balance  sheet  items  as  out¬ 
puts,  may  significantly  understate  cost  efficiency  at 
banks  that  derive  a  large  percentage  of  their  income 
from  fee-based  activities. 
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94-2  “An  Evaluation  of  the  Federal  Reserve  Bank 
of  Boston’s  Study  of  Racial  Discrimination  in 
Mortgage  Lending,”  Dennis  Glennon  and 
Mitchell  Stengel,  April  1994. 

Abstract:  In  1992,  the  Federal  Reserve  Bank  of  Boston 
(Boston  Fed)  released  a  now  well-known  study  of  mort¬ 
gage  lending  practices  in  the  Boston  Metropolitan  Sta¬ 
tistical  Area  (MSA).  Using  an  econometric  model  to 
examine  extensive  mortgage  loan  data  collected  from 
131  financial  institutions  in  the  Boston  MSA,  the  authors 
of  the  Boston  Fed  study  tried  and  failed  to  find  expla¬ 
nations  other  than  racial  discrimination  for  the  signifi¬ 
cant  disparities  observed  in  the  rejection  rates  for  white 
and  minority  loan  applicants.  The  Boston  Fed  study 
attracted  considerable  attention  from  Congress,  the 
banking  industry,  the  civil  rights  community,  bank  regu¬ 
lators,  and  the  news  media.  But  three  follow-up  studies 
have  raised  a  variety  of  concerns  with  the  Boston  Fed 
study  relating  to  data  and  methodology.  In  this  paper, 
we  discuss  and  evaluate  the  problems  cited  by  critics 
of  the  Boston  Fed  study.  We  focus  our  attention  on  three 
broad  areas  of  concern:  model  specification;  data  er¬ 
rors;  and  differences  in  characteristics  of  the  groups 
being  compared.  Our  principal  findings  can  be  sum¬ 
marized  as  follows: 

(1)  Several  alternative  model  specifications  perform 
better  than  the  Boston  Fed  model  in  terms  of  various 
econometric  performance  measures;  however,  the 
race  of  the  applicant  continues  to  have  a  large  and 
highly  significant  effect  on  the  outcome  of  the  lend¬ 
ing  application  process. 

(2)  The  results  of  the  Boston  Fed  model  are  only  slightly 
affected  when  some  of  the  more  obvious  and  easily 
correctable  data  errors  are  corrected. 

(3)  Allowing  for  different  coefficients  for  whites  and 
minorities,  our  analysis  supports  the  Boston  Fed’s 
conclusion  that  approximately  half  the  difference  in 
denial  rates  can  be  attributed  to  differences  in  the 
financial  characteristics  of  the  borrowers  and  the 
neighborhood  characteristics  of  the  property;  the 
remaining  half  can  be  attributed  to  differences  in 
treatment  by  race. 

We  conclude  with  a  qualified  confirmation  of  the  results 
of  the  Boston  Fed  study.  However,  we  believe  there  are 
still  several  important  specification  issues  that  cannot 
be  investigated,  and  several  data  problems  that  cannot 
be  corrected,  with  the  data  provided  by  the  Boston  Fed. 
Additional  research  at  both  the  MSA  and  the  individual 
bank  levels  is  warranted. 


94-1  “X-Effieiency  and  Management  Quality  in 
Commercial  Banks,”  Robert  DeYoung, 
January  1994. 

Abstract:  This  study  uses  a  thick  frontier  cost  method¬ 
ology  to  estimate  the  difference  in  X-inefficiency  be¬ 
tween  well-managed  and  poorly  managed  national 
banks  in  1991 .  National  banks  are  separated  into  these 
two  groups  according  to  the  management  quality  (M) 
rating  assigned  to  them  by  OCC  bank  examiners.  After 
adjusting  for  exogenous  factors  assumed  to  be  beyond 
the  control  of  management,  unit  costs  at  poorly  man¬ 
aged  banks  averaged  about  12  percent  higher  than 
unit  costs  at  well-managed  banks.  This  result  is  around 
two-thirds  as  large  as  estimates  of  overall  X-inefficiency 
found  both  here  and  in  other  banking  cost  studies, 
suggesting  that  a  large  portion  of  the  cost  inefficiency 
in  commercial  banks  is  associated  with  the  quality  of 
the  managers  that  run  those  banks.  About  90  percent 
of  the  management-related  X-inefficiency  is  attributed 
to  differences  in  management  quality  associated  with 
subpar  financial  performance  (e.g.,  poor  asset  quality 
or  low  earnings)  and  the  remaining  10  percent  is  attrib¬ 
uted  to  differences  in  management  quality  not  reflected 
by  financial  performance  (e.g.,  poor  internal  controls 
that  might  foster  principal-agent  problems). 

1993  Working  Papers 

93-1  “Determinants  of  Cost  Efficiencies  in  Bank 
Mergers,”  Robert  DeYoung,  August  1993. 

Abstract:  A  thick  cost  frontier  methodology  is  used  to 
estimate  pre-  and  postmerger  cost  inefficiency  in  348 
mergers  approved  by  the  OCC  in  1987  and  1988.  The 
results  are  not  consistent  with  the  traditional  “market  for 
corporate  control”  story  in  which  well-managed  acquir¬ 
ers  improve  the  performance  of  poorly  managed  tar¬ 
gets.  Cost  efficiency  improved  in  the  majority  of 
mergers,  but  gains  were  small  and  were  not  related  to 
the  acquiring  bank’s  efficiency  advantage  over  its  tar¬ 
get.  Efficiency  improved  most  often  when  both  merger 
partners  were  relatively  cost  inefficient,  suggesting  that 
cost  savings  depend  more  on  the  opportunities  facing 
management  than  the  quality  of  that  management. 
Banks  that  made  acquisitions  frequently  were  relatively 
successful  at  capturing  postmerger  efficiencies,  sug¬ 
gesting  a  role  for  experience  effects. 
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Comptroller’s  Report  of  Operations  —  1995 


Comptroller 

The  Comptroller’s  Office  examines  and  supervises  ap¬ 
proximately  2,900  federally  chartered  national  banks 
through  a  nationwide  staff  of  bank  examiners  and  other 
professional  and  support  personnel.  National  banks 
represent  about  28.8  percent  of  all  commercial  banks 
and  55.7  percent  of  the  total  assets  of  the  banking 
system.  The  Comptroller’s  Office  also  supervises 
federally  licensed  branches  and  agencies  of  foreign 
banks. 

The  Comptroller  serves  as  a  member  of  the  board  of 
the  Federal  Deposit  Insurance  Corporation  (FDIC),  a 
member  of  the  Federal  Financial  Institutions  Examina¬ 
tion  Council  (FFIEC),  and  a  member  of  the  board  of  the 
Neighborhood  Reinvestment  Corporation  (NRC). 

Advice  to  the  Comptroller  is  provided  by  an  executive 
committee  consisting  of  the  Chief  Counsel,  and  five 
Senior  Deputy  Comptrollers  representing  Bank  Super¬ 
vision  Operations,  Bank  Supervision  Policy,  Economic 
Analysis  and  Public  Affairs,  Capital  Markets,  and  Ad¬ 
ministration. 

The  Comptroller’s  personal  staff  directs,  coordinates, 
and  manages  the  day-to-day  operations  of  the  Office. 
The  staff  also  oversees  projects  of  special  interest  to 
the  Comptroller  and  serves  as  liaison  with  OCC  staff 
and  the  staffs  of  other  regulatory  agencies. 

Senior  Deputy  Comptroller  for 
Bank  Supervision  Policy 

The  Senior  Deputy  Comptroller  for  Bank  Supervision 
Policy  formulates  and  implements  safety  and  sound¬ 
ness  policies  and  procedures  applying  to  national 
banks  and  national  bank  examiners.  The  department 
also  oversees  OCC  supervision  and  regulation  of 
federal  branches  and  agencies,  and  conducts 
analyses  of  international  banking  issues.  The  depart¬ 
ment  is  also  responsible  for  the  development  and 
operation  of  automated  information  systems  and  the 
training  and  development  programs  in  the  agency. 
These  responsibilities  are  conducted  in  the  offices  of 
the  Chief  National  Bank  Examiner  and  the  Deputy 
Comptroller  for  International  Banking  and  Finance.  The 
Senior  Deputy  Comptroller  for  Bank  Supervision  Policy 


also  coordinates  OCC  participation  in  activities  of  the 
Federal  Financial  Institutions  Examination  Council 
(FFIEC)  and  its  task  forces,  and  represents  the  OCC 
on  the  Basle  Committee  on  Banking  Supervision. 

Senior  Deputy  Comptroller  for 
Bank  Supervision  Operations 

The  Senior  Deputy  Comptroller  for  Bank  Supervision 
Operations  oversees  the  six  district  offices,  the  Multi¬ 
national  Banking  Department,  the  Special  Supervision 
Division,  Compliance  Management,  and  Bank  Or¬ 
ganization  and  Structure.  The  senior  deputy  formulates 
and  implements  a  broad  range  of  policies  relating  to 
OCC’s  district  offices  and  the  multinational  banking 
program.  Specific  responsibilities  include  directing 
programs  for  the  examination  and  regulation  of  national 
banks  to  promote  the  continuing  existence  of  a  solvent 
and  competitive  national  banking  system.  The  Senior 
Deputy  Comptroller  for  Bank  Supervision  Operations  is 
responsible  for  directing  the  examination,  supervision, 
and  analysis  of  multinational  and  regional  banks,  in¬ 
cluding  their  international  banking  activities. 

The  Senior  Deputy  Comptroller  also  advises  the  Comp¬ 
troller  on  policy  matters  involving  corporate  activities 
and  oversees  the  OCC’s  corporate  activities  area.  The 
senior  deputy  has  the  Comptroller’s  delegated  authority 
for  deciding  all  corporate  applications,  including 
charters,  mergers  and  acquisitions,  conversions,  and 
operating  subsidiaries  of  national  banks,  and  respon¬ 
sibility  for  establishing  corporate  policies.  These 
responsibilities  are  carried  out  through  Bank  Organiza¬ 
tion  and  Structure  and  the  corporate  areas  in  each  of 
the  OCC’s  six  districts  and  in  Multinational  Banking. 

Senior  Deputy  Comptroller  for 
Economic  Analysis  and  Public 
Affairs 

The  Senior  Deputy  Comptroller  for  Economic  Analysis 
and  Public  Affairs  advises  the  Comptroller  on  external 
relations  with  the  media,  the  banking  industry,  Con¬ 
gress,  consumer  and  community  development  groups, 
other  governmental  agencies,  and  the  public.  The 
senior  deputy  also  oversees  the  agency’s  economic 
research  and  analysis  program  and  provides  policy 
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advice  on  issues  relating  to  community  development. 
The  following  divisions  and  departments  report  to  the 
Senior  Deputy  Comptroller  for  Economic  Analysis  and 
Public  Affairs:  Banking  Relations,  Communications, 
Community  Relations,  Congressional  Liaison, 
Economic  and  Policy  Analysis,  and  Public  Affairs. 


Chief  Counsel 

The  Chief  Counsel  advises  the  Comptroller  on  legal 
matters  arising  from  the  administration  of  laws,  rulings, 
and  regulations  governing  national  banks.  The  Chief 
Counsel  directs  the  legal  functions  in  and  for  the  OCC. 
Such  functions  include  writing  and  interpreting  legisla¬ 
tion;  responding  to  requests  for  interpretations  of 
statutes,  regulations,  and  rulings;  defending  the  Comp¬ 
troller’s  actions  challenged  in  administrative  and  judi¬ 
cial  proceedings;  supporting  the  bank  supervisory 
efforts  of  the  office;  and  representing  the  OCC  in  all 
legal  matters.  These  duties  are  carried  out  through  two 
deputy  chief  counsels.  One  deputy  oversees  Bank 
Activities  and  Structure,  Enforcement  and  Compliance, 
Litigation,  Securites  and  Corporate  Practices,  and  the 
six  district  counsels;  the  other  has  responsibility  for 
Administrative  and  Internal  Law,  Community  and  Con¬ 
sumer  Law,  the  Counselor  for  International  Activities, 
and  Legislative  and  Regulatory  Analysis. 

Senior  Deputy  Comptroller  for 
Administration 

The  Senior  Deputy  Comptroller  for  Administration  is 
responsible  for  the  efficient  and  effective  administrative 


functioning  of  the  OCC.  During  1995,  the  senior  deputy 
continued  as  the  focal  point  for  the  implementation  of 
recommendations  made  by  the  Natonal  Performance 
Review.  Through  the  Deputy  Comptroller  for  Resource 
Management,  the  Senior  Deputy  Comptroller  for  Ad¬ 
ministration  supervises  the  Human  Resources  and  Ad¬ 
ministrative  Services  Divisions.  Through  the  Chief 
Financial  Officer,  the  senior  deputy  supervises  Finan¬ 
cial  Services.  The  Management  Improvement  and 
Quality  Improvement  Divisions  are  supervised  directly 
by  the  senior  deputy.  Washington  office  units  provide 
staff  assistance  and  guidance  to  district  administrative 
functions. 

Senior  Deputy  Comptroller  for 
Capital  Markets 

The  Senior  Deputy  Comptroller  for  Capital  Markets 
oversees  the  formulation  and  implementation  of  super¬ 
visory  policies  relating  to  the  risks  associated  with 
banks’  financial  derivatives  and  emerging  markets  ac¬ 
tivities.  In  addition,  the  Senior  Deputy  Comptroller  for 
Capital  Markets  draws  upon  staff  from  throughout  the 
OCC  to  coordinate  specific  supervisory  projects  relat¬ 
ing  to  banks'  noncredit  financial  risks,  including  interest 
rate  risk.  The  Senior  Deputy  Comptroller  for  Capital 
Markets  also  represents  the  OCC  on  the  President’s 
Working  Group  on  Financial  Markets  and  chairs  the 
Interagency  Task  Force  on  Banks’  Derivatives-Related 
Activities. 

The  Senior  Deputy  Comptroller  for  Capital  Markets  has 
also  been  designated  by  the  Comptroller  to  administer 
the  OCC’s  Equal  Employment,  Diversity,  and  Minority 
and  Urban  Affairs  activities. 
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Bank  Supervision  Policy 


Chief  National  Bank  Examiner 

The  Chief  National  Bank  Examiner’s  Office  is  the  focal 
point  for  OCC  policy  governing  the  safety  and  sound¬ 
ness  of  the  national  banking  system.  It  initiates  policy 
changes  related  to  emerging  issues  affecting  the  su¬ 
pervision  of  all  national  banks. 

The  Chief’s  Office  is  organized  into  five  divisions:  Credit 
and  Management  Policy,  Examination  Process,  Chief 
Accountant,  Capital  Markets,  and  Training  and  Perfor¬ 
mance  Development.  Each  division  is  headed  by  an 
Assistant  Chief  National  Bank  Examiner  or  the  Chief 
Accountant.  The  Chief’s  Office  is  also  responsible  for 
the  Information  Resources  Management  Department 
(IRM),  which  consists  of  three  divisions:  Applications 
Development  Division,  Information  Systems  Coordina¬ 
tion,  and  Systems  Support  Division.  Each  of  these 
divisions  is  headed  by  a  director. 

The  Credit  and  Management  Policy  Division  provides 
policy  direction  and  support  for  field  examiners  on 
national  bank  lending  activities,  management  proces¬ 
ses,  and  various  other  assets  such  as  bank  premises, 
bank-owned  insurance,  and  cash  accounts. 

The  Examination  Processes  Division  establishes  agen¬ 
cy  examination  policies  and  report  of  examination 
standards;  provides  policy  direction  for  bank  informa¬ 
tion  systems;  coordinates  OCC  supervision  policy  is¬ 
suances  and  publications;  and  administers  the  Uniform 
Commission  Examination. 

The  Chief  Accountant’s  Office  coordinates  accounting 
and  reporting  issues;  interprets  regulatory  accounting 
and  generally  accepted  accounting  principles  related 
to  bank  examinations;  identifies  emerging  accounting 
issues;  and  develops  new  accounting  principles.  The 
group  also  administers  the  financial  information  re¬ 
quirements  of  the  Securities  Exchange  Act  of  1934 
applicable  to  national  banks  under  12  CFR  1 1  and  16, 
including  registration  statements,  offering  circulars, 
and  merger  proxy  statements. 

The  Capital  Markets  Division  provides  support  for 
policy  direction  on  a  range  of  issues,  including  risk- 
based  capital,  interest  rate  risk,  market  risk,  liquidity 
and  bank  funding,  bank  sales  of  nondeposit  investment 
products,  mortgage  banking,  derivative  products, 
bank  securities  portfolio  activities,  bank  securities 
dealer  activities,  and  asset  securitization. 


The  Training  and  Performance  Development  Division 
helps  to  insure  the  consistency  of  the  examining 
process  and  communication  of  national  policy  through 
the  design,  development  and  implementation  of  cus¬ 
tomized  agency  technical  training  for  National  Bank 
Examiners.  It  also  promotes  consistency  of  programs 
and  policy  through  establishment  of  management 
development  programs  and  activities  for  managers 
and  organizational  development  interventions  for  all 
levels  of  agency  employees. 

The  Chief’s  Office  coordinates  OCC  participation  in  the 
Federal  Financial  Institutions  Examination  Council 
(FFIEC),  including  support  of  the  Comptroller  as  a 
member  of  the  FFIEC  and  the  Senior  Deputy  Comp¬ 
troller  for  Bank  Supervision  Policy  as  the  chair  of  the 
FFIEC  Task  Force  on  Supervision.  The  Chief’s  Office 
also  participates  in  other  FFIEC  task  forces  including 
the  Appraisal  Subcommittee,  and  provides  staff  to 
develop  the  technical  content  and  serve  as  instructors 
for  FFIEC  training  seminars. 

In  1995,  the  Credit  and  Management  Policy  Division 
established  the  National  Credit  Committee.  The  com¬ 
mittee  includes  representatives  from  each  district, 
Multinational  Banking,  Economics,  Community  Devel¬ 
opment,  and  the  Chief  National  Bank  Examiner’s  Office. 
In  1995,  a  summary  report  detailing  the  results  of  the 
national  underwriting  survey  was  distributed  to  bankers 
and  examiners.  Also  in  1995,  the  rewriting  of  several 
sections  of  the  Comptroller's  Handbook  was  initiated. 
Staff  members  also  assisted  in  writing  regulations  re¬ 
quired  by  the  Federal  Deposit  Insurance  Corporation 
Improvement  Act  (FDICIA)  and  the  Community 
Development  and  Regulatory  Improvement  Act  (CDRI). 
The  division  continued  its  participation  on  interagency 
working  groups  for  real  estate  appraisals,  disaster 
relief,  and  the  implementation  of  FAS  1 14.  A  staff  mem¬ 
ber  led  the  development  of  a  quality  assurance  pro¬ 
gram  for  community  banks.  Over  the  past  year,  staff 
members  had  numerous  meetings  with  vendors, 
bankers,  banking  groups,  and  foreign  bank  represen¬ 
tatives.  The  Chief’s  Office  continued  assisting  the  Na¬ 
tional  Bank  of  Poland  to  develop  a  system  for  off-site 
financial  analysis.  Also  in  1995,  we  made  a  significant 
contribution  toward  developing  and  implementing  the 
“supervision  by  risk”  approach  to  examinations. 

In  1995,  the  Capital  Markets  Division  sponsored  and 
managed  a  quality  assurance  program  to  help  maintain 
consistency  and  quality  of  the  OCC’s  examination  ef¬ 
forts  to  ensure  proper  disclosures  in  bank  sales  of 
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nondeposit  investment  products.  The  division  also 
worked  on  initiatives  to  ensure  that  banks  prudently 
manage  their  interest  rate  risk  exposures  by:  issuing  a 
notice  of  proposed  rulemaking  on  FDICIA  Section  305 
IRR  rule,  aiding  in  the  development  of  a  prototype 
strategy  for  supervising  banks  that  may  be  vulnerable 
to  interest  rate  risk  movements,  participating  in  the 
issuance  of  OCC  Advisory  Letter  95-1  that  provided 
guidance  on  OCC’s  expectations  of  effective  interest 
rate  risk  management  processes,  and  providing 
focused  interest  rate  risk  training  to  examiners.  Also  in 
1995,  the  risk-based  capital  guidelines  were  amended 
to  revise  and  expand  the  set  of  conversion  factors  used 
to  calculate  the  potential  future  exposure  of  derivative 
contracts,  and  recognize  the  effect  that  qualifying 
bilateral  netting  arrangements  will  have  on  the  potential 
future  exposure  for  derivative  contracts. 

During  the  past  year,  the  Chief  Accountant’s  Office 
monitored  and  commented  on  accounting  proposals 
and  pronouncements  developed  by  the  Financial  Ac¬ 
counting  Standards  Board  and  other  accounting  stand¬ 
ard  setting  bodies.  These  efforts  contributed  to  more 
reasoned  accounting  standards  for  the  banking  in¬ 
dustry.  The  regulatory  capital  and  accounting  policies 
with  respect  to  the  accounting  for  impaired  loan  income 
recognition  (FAS  118),  mortgage  servicing  rights  (FAS 
122),  derivative  disclosures  (FAS  119),  and  low-level 
and  small  business  recourse  were  implemented  in 
1995.  The  Chief  Accountant’s  Office  also  began  efforts 
to  eliminate  reporting  differences  between  generally 
accepted  accounting  principles  (GAAP)  and  regulatory 
accounting  principles  (RAP)  in  order  to  reduce  regu¬ 
latory  burden  on  banks.  In  addition,  an  examiner/CPA 
cooperative  pilot  program  was  initiated  to  improve  ex¬ 
amination  efficiency  and  reduce  bank  burden  by  en¬ 
couraging  cooperation  between  accountants  and 
regulators  during  examinations.  Staff  members  also 
worked  with  other  professional  associations  such  as  the 
American  Bankers  Association  and  the  American  In¬ 
stitute  of  Certified  Public  Accountants,  serving  as 
speakers  or  participants  on  panels  at  banking  and 
accounting  conferences. 

Training 

The  Chief’s  Office  delivered  a  significant  volume  of 
programs  and  courses  to  examiners  and  other  staff 
during  1995  More  than  250  course  sessions  were 
conducted  (for  over  3,700  participants)  and  staff 
processed  more  than  1,600  requests  for  training  of¬ 
fered  by  external  vendors.  The  Training  and  Perfor¬ 
mance  Development  Division  continued  to  reduce  the 
cost  of  training  through  the  use  of  self-study  and  com¬ 
puter-based  courses,  which  saw  a  significant  increase 
this  past  year  Five  new  courses  were  brought  on  line 


and  six  courses  were  completely  revised  and  updated 
In  addition,  Training  and  Performance  Development 
conducted  curriculum  studies  in  four  major  areas  of 
bank  examination  training.  Instructor  cadres  are  in 
place  for  all  national  schools  and  serve  to  maintain  the 
high  quality  of  instruction.  The  division  also  provided 
customized  organization  and  management  develop¬ 
ment  courses  throughout  the  agency.  These  included 
management  transition  sessions,  team-building  ses¬ 
sions,  and  subordinate  feedback  sessions. 

The  Chief’s  Office  provided  specialized  training  in  the 
Community  Reinvestment  Act.  and  Windows  micro¬ 
computer  training  nationwide.  Additionally,  the  office 
delivered,  via  satellite  downlink,  new  information  about 
changes  in  the  legal  lending  limit  to  all  examiners.  The 
Training  and  Performance  Development  Division  reac¬ 
tivated  OCC  participation  in  the  Chartered  Financial 
Analyst  program  and  completed  the  initial  steps  to  track 
and  monitor  costs  of  external  training. 

In  1995,  the  Capital  Markets  Division  provided  ad¬ 
vanced  specialty  training  for  identified  OCC  experts 
and  specialists  in  capital  markets.  This  specialty  train¬ 
ing  included  administering  the  Capital  Markets  Training 
Program  for  150  examiners.  In  1995,  the  division  spon¬ 
sored  five  training  seminars  that  addressed  the  follow¬ 
ing  topics:  interest  rate  risk,  liquidity,  quantitative  risk 
analysis  techniques,  risk  management  systems, 
derivative  products,  bank  dealer  activities,  mortgage 
banking,  and  trading.  The  Capital  Markets  Division  also 
initiated  a  project  to  revise  and  restructure  the  OCC’s 
capital  markets  training  curriculum  for  OCC  examiners 
at  all  levels. 

In  the  Credit  and  Management  Policy  Division,  staff 
members  served  as  panelists  or  featured  speakers  at 
20  external  seminars  and  meetings.  Topics  discussed 
included  real  estate  appraisals,  credits  cards,  affor¬ 
dable  housing,  and  environmental  liability,  as  well  as 
general  banking  issues  at  director  and  loan  review 
officer  outreach  meetings.  The  division  also  presented 
two  seminars  to  field  examiners  on  retail  consumer 
credit  and  a  seminar  on  commercial  credit. 

Information  Resources  Management 

The  IRM  Department  is  headed  by  a  deputy  comptroller 
who  reports  directly  to  the  Chief  National  Bank  Ex¬ 
aminer.  As  the  senior  information  official  at  the  OCC, 
the  Deputy  Comptroller  for  Information  Resources 
Management  (IRM),  is  responsible  for  the  development 
and  operation  of  automated  information  systems.  The 
deputy  comptroller  represents  the  OCC  on  IRM  issues 
at  Treasury  and  encourages  closer  technical  coopera¬ 
tion  with  the  other  federal  financial  regulators.  The 
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deputy  comptroller  also  chairs  the  IRM  Advisory  Com¬ 
mittee  (IRMAC),  which  coordinates  policies  and 
priorities  to  guide  information  systems  development 
and  use  at  the  OCC. 

During  1 995,  IRM  made  great  strides  in  shifting  the  agen¬ 
cy  from  the  “terminal/mainframe”  information  technology 
architecture  of  yesterday  to  the  “client/server”  information 
technology  of  the  future.  The  focus  of  this  strategic  effort 
has  been  IRM’s  support  for  the  Examiner  View  project  with 
the  objective  of  using  advances  in  information  technology 
to  enhance  the  efficiency  and  effectiveness  of  bank  su¬ 
pervision  and  to  expand  the  information  available  for 
research,  analysis  and  decision-making.  In  addition  to 
technical  initiatives  led  by  IRM,  the  department  has 
provided  substantial  support  for  Economic  and  Policy 
Analysis’  data  strategy. 

Three  IRM  divisions  report  to  the  deputy  comptroller: 
Applications  Development,  Systems  Support,  and 
Information  Systems  Coordination.  These  divisions  pro¬ 
vide  technical  support  to  all  OCC  staff  and  manage¬ 
ment  and  develop  and  operate  automated  bank 
supervision  and  administrative  information  systems. 

Applications  Development 

The  Applications  Development  Division  (ADD)  is 
responsible  for  OCC’s  application  systems  design,  im¬ 
plementation,  and  support.  In  1995,  ADD  also  took  over 
responsibility  for  the  OCC’s  data  management  program 
from  Information  Systems. 

The  ADD  staff  is  comprised  of  analysts  and  managers 
with  expertise  in  computer  hardware  integration  and 
software  system  development  and  maintenance.  This 
expertise  include  graphical  user  interface  (GUI), 
client/server  development  tools,  local  area  network 
(LAN),  and  world-wide  telecommunications.  ADD  re¬ 
searches  and  evaluates  new  development  tools, 
establishes  infrastructures  to  support  emerging  tech¬ 
nologies,  and  develops  and  implements  new  client/ 
server  applications.  In  addition,  ADD  staff  continues  to 
maintain  and  enhance  production  systems  that  support 
current  OCC  operations. 

During  1995,  ADD  completed  a  number  of  significant 
new  development  projects,  including:  the  Country  Ex¬ 
posure  and  Transfer  Risk  application  for  International 
Banking  &  Finance,  The  Customer  Assistance  Tracking 
System  in  Lotus  Notes  for  Compliance;  Appeals  Track¬ 
ing  and  Examination  Survey  applications  for  the  Om¬ 
budsman;  a  Project  Tracking  application  for  the  Executive 
Committee;  and  five  other  development  projects. 

The  division  completed  more  than  350  work  requests 
required  to  maintain  and  improve  the  effectiveness  of 


more  than  40  corporate  applications  operating  across 
the  agency's  mainframe,  LAN,  and  PC  environments. 
ADD  also  completed  major  enhancements  to  the  Su¬ 
pervisory  Monitoring  System  for  Community  Bank  con¬ 
sumer  procedures  and  expanded  the  background 
section  to  include  concentrations  of  credit  and  risk 
analysis. 

Division  staff  contributed  significantly  to  the  develop¬ 
ment  work  done  in  1995  on  the  Examiner  View  project. 
Staff  members  initiated  a  number  of  other  development 
projects,  including:  the  Multinational  Analysis  and 
Reporting  System;  Institution  Database  Conversion  to 
DB2;  Corporate  Data  Dictionary;  Budget  Code  Re¬ 
structure;  Ethics  Tracking;  and  SF-52  Processing.  Ad¬ 
ditionally,  ADD  has  provided  substantial  Internet  and 
Lotus  Notes  application  support. 

Systems  Support 

The  Systems  Support  Division  (SSD),  which  provides 
first-line  support  to  OCC  staff,  districts  and  depart¬ 
ments  for  the  OCC’s  critical  technology  initiative  and 
programs,  is  located  at  the  OCC’s  Centre  Pointe  data 
center  facility  in  Landover,  Maryland.  The  division  com¬ 
prises  five  branches:  computer  operations,  database 
administration,  systems  programming,  telecom¬ 
munications,  and  office  automation  support.  Functions 
of  the  division  include,  but  are  not  limited  to:  opera¬ 
tion  of  the  agency’s  mainframe  computer;  implemen¬ 
tation  and  maintenance  of  database  environments  for 
both  mainframe  and  LAN  platforms;  installation  and 
maintenance  of  the  OCC  telecommunications  net¬ 
works  (both  data  and  voice);  purchasing  of  most  of 
the  agency’s  computer  software  and  hardware; 
providing  technical  support  to  the  user  community 
on  hardware,  software,  and  applications;  providing 
maintenance  for  the  microcomputers  purchased  by 
the  agency;  and  providing  a  high  level  of  technol¬ 
ogy-related  research  and  development  for  the 
agency. 

The  following  is  a  selection  of  some  of  the  most  sig¬ 
nificant  accomplishments  of  the  Systems  Support 
Division  for  1995. 

•  Maintained  mainframe  availability  above  99 
percent  while  managing  more  than  120 
mainframe  software  subsystems  and  support¬ 
ing  more  than  2,500  users  on  a  daily  basis,  with 
as  many  as  300  concurrent  users  at  any  one 
time. 


•  Provided  OCC  data  center  coverage  24  hours 
a  day,  seven  days  a  week,  and  maintained  an 
effective  disaster  recovery  plan  that  will  allow 
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complete  restoration  of  services  within  24 
hours. 

•  Improved  telecommunications  response  time 
through  the  network  to  an  average  of  1.4 
seconds  and  completed  installation  of 
telecommunications  hardware  and  software  in 
each  district  office  supporting  the  expansion  of 
LANs  to  all  those  offices. 

•  Made  significant  improvements  in  communica¬ 
tions  including  Internet  access,  TCP/IP  im¬ 
plementation,  and  E-mail  gateways. 

•  Continued  to  design,  develop,  and  support 
LAN  and  mainframe  databases  including  the 
addition  of  five  new  database  (SQL)  servers 
and  two  Middleware  servers. 

•  Implemented  Middleware,  which  allows 
developers  and  customers  to  access  data 
within  the  mainframe  databases  (IDMS  and 
DB2)  from  microcomputer  and  LAN  applica¬ 
tions. 

•  In  support  of  Examiner  View,  developed  a 
three-tier  database  replication  architecture  to 
transfer  data  between  the  mainframe,  LANs, 
and  stand-alone  microcomputers. 

•  Purchased  and  installed  voice  mail  for  all  dis¬ 
trict  offices  and  established  fully  compatible 
phone  systems  that  allow  integration  into  a 
single  phone  system. 

•  Effectively  administered  the  OCC’s  office  auto¬ 
mation  budget  by  initiating  the  purchase  of 
over  S7.4  million  in  office  automation  hardware 
and  software,  receiving  the  Minority  Contract¬ 
ing  Award  for  the  second  year  in  a  row. 

•  Successfully  handled  an  average  of  1 12  calls 
per  day  on  the  Help  Desk  and  provided  cost- 
effective  depot  maintenance,  repairing  or 
replacing  more  than  2,000  pieces  of  equip¬ 
ment  during  the  year. 

Information  Systems  Coordination 

The  Information  Systems  Coordination  Division  (ISC)  is 
composed  of  three  units:  the  information  center,  stand¬ 
ards  and  risk  assessment,  and  information  systems 
planning  During  the  year  the  corporate  data  manage¬ 
ment  function  (data  administration)  was  transferred  to 
the  Applications  Development  Division  and  a  new  func¬ 
tion  for  wide  area  network  (WAN)  administration  was 
established  in  the  information  center.  Division  staff 


members  are  responsible  for  office  automation  at  head¬ 
quarters,  wide  area  network  administration,  information 
systems  planning,  the  automated  information  security 
program,  and  administrative  support  for  all  IRM  units. 

The  division  supports  the  deputy  comptroller  and  the 
IRM  Advisory  Committee  in  developing  plans,  policies, 
and  priorities  for  information  systems  development  and 
use.  The  division  also  coordinates  IRM  initiatives  with 
OCC’s  district  offices  and  is  responsible  for  meeting 
Treasury’s  IRM  reporting  requirements. 

The  Information  Center  (1C)  works  to  ensure  that  head¬ 
quarters  employees  have  appropriate  office  automat¬ 
ion  equipment  and  software  and  that  they  are  able  to 
effectively  use  it.  The  1C  also  provides  query  access  to 
information  from  mainframe  systems,  E-mail  and 
telephone  service.  The  Standards  and  Risk  Assess¬ 
ment  branch  develops  and  maintains  standards  to 
ensure  high  quality  products  and  support  from  IRM.  It 
is  also  responsible  for  maintaining  security  controls 
over  automated  information  systems.  The  Information 
Systems  Planning  branch  integrates  strategic  IRM 
planning  into  the  annual  budget  process  and  coor¬ 
dinates  IRM  Treasury  reporting  requirements. 

During  1 995  the  division  made  significant  contributions 
in  meeting  the  OCC’s  objectives  in  the  areas  of  infor¬ 
mation  technology,  planning,  standards  development 
and  information  systems  security.  Examples  include: 

•  Establishing  a  wide  area  network  administra¬ 
tion  function  that  has  made  significant  pro¬ 
gress  in  standardizing  LAN  interconnectivity 
and  improving  LAN/WAN  performance. 

•  Significant  expansion  and  improvement  of  LAN 
operations  at  headquarters  including  the  con¬ 
version  of  800  workstations  (PCs)  to  a  Windows 
environment  and  support  for  new  technology 
such  as  Lotus  Notes,  shared  CD  ROMs  and 
Windows  front-ends  for  Emc2  and  LAN  E-mail. 

•  Coordinating  IRM’s  implementation  of  Internet 
at  the  OCC  including  full  connectivity  with  both 
mainframe  and  LAN  E-mail  systems  and  an 
OCC  World  Wide  Web  server. 

•  Significantly  expanding  and  improving  the  risk 
assessment  program  within  IRM  including  pro¬ 
cedures  and  plans  for  completing  risk  analysis 
certifications  and  additional  security  aware¬ 
ness  training  for  all  IRM  staff. 

•  Development  of  significant  and  effective  plan¬ 
ning  documents  including  an  Information  Sys¬ 
tems  Plan  submitted  to  Treasury,  and  an  Office 
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Automation  Plan,  which  will  serve  as  the  core 
for  an  updated  IRM  strategic  plan. 

•  Developing  and  effectively  monitoring  the  IRM 
budget  by  program  area  and  major  initiative  so 
that  priorities  were  met  and  resources  were 
used  as  planned. 

•  Significant  consulting  support  in  the  develop¬ 
ment  of  the  Examiner  View  plan  and  in  develop¬ 
ing  methods  and  standards  for  this  multi- 
phased  client/server  application  development 
effort. 

International  Banking  and  Finance 

The  International  Banking  and  Finance  Department 
(IB&F)  oversees  OCC  supervision  of  the  federal 
branches  and  agencies  of  foreign  banks  in  the  United 
States  and  maintains  OCC  relationships  with  the  inter¬ 
national  financial  community  and  foreign  supervisory 
organizations.  The  department  provides  policy  advice 
and  technical  expertise  and  analysis  to  OCC  on  inter¬ 
national  banking  and  financial  matters,  including 
foreign  regulatory  trends,  country  risk  evaluation,  and 
the  evolution  of  foreign  financial  systems,  institutions, 
and  supervisory  and  regulatory  processes. 

IB&F  represents  the  OCC  on  interagency  projects  af¬ 
fecting  international  banking  supervision  policy  and 
regulation.  In  1995,  these  activities  included: 

•  Cooperating  with  federal  and  state  bank  super¬ 
visors  on  specific  initiatives  in  the  supervision, 
licensing,  and  regulation  of  foreign  banks 
operating  in  the  United  States. 

•  Continuing  to  work  with  the  Federal  Reserve 
Board  on  negotiations  with  foreign  supervisory 
organizations,  to  eliminate  local  capital-based 
limitations  imposed  on  branches  of  United 
States  banks  in  several  European  Union 
countries. 

•  Implementation  of  the  interagency  Foreign 
Banking  Organization  Supervision  Program 
covering  the  activities  of  United  States  offices 
of  foreign  banks. 

IB&F  oversees  the  OCC’s  Federal  Branch  Program, 
which  supervises,  licenses,  and  regulates  federal 
branches  and  agencies  of  foreign  banks  in  the  United 


States.  In  that  regard,  IB&F  provides  supervisory  policy 
and  procedural  support  and  guidance  to  the  OCC 
districts  supervising  federal  branches  and  agencies. 
The  department  also  serves  as  the  focal  point  for  infor¬ 
mation  on  foreign  banks  that  operate  federal  branches 
and  agencies  and  coordinates  communications  with 
those  banks’  supervisory  authorities  and  their  senior 
management. 

In  its  role  as  staff  coordinator  of  OCC’s  participation  in 
the  Basle  Committee  on  Banking  Supervision,  IB&F 
works  with  other  OCC  groups  in  support  of  U.S.  efforts 
to  achieve  international  harmonization.  The  department 
also  conducts  research  on  international  economic  and 
bank  supervision  matters  and  supports  OCC  ex¬ 
aminers  and  other  staff  engaged  in  domestic  and  inter¬ 
national  supervisory  activities  as  well  as  assisting  in  the 
development  and  implementation  of  OCC  banking  su¬ 
pervisory  and  regulatory  policies  and  practices. 

IB&F  also  develops,  analyzes  and  distributes  informa¬ 
tion  on  the  global  banking  and  financial  environment  in 
which  national  banks  operate;  the  banking,  financial, 
and  supervisory  systems  in  the  major  countries  of  the 
world;  and  foreign  banks  that  operate  federal  branches 
and  agencies  in  the  United  States.  As  the  OCC  repre¬ 
sentative  on  the  Interagency  Country  Exposure  Review 
Committee  (ICERC)  of  U.S.  bank  regulatory  agencies, 
IB&F  develops  and  analyzes  information  on  and  asses¬ 
ses  risk  in  international  lending,  including  the  evalua¬ 
tion  of  transfer  risk  associated  with  exposures  to 
countries  experiencing  difficulty  servicing  their  external 
debt.  Through  IB&F,  the  OCC  provides  the  permanent 
ICERC  secretariat  and  rotates  as  chair  of  the  ICERC 
every  third  year. 

IB&F  personnel  meet  and  communicate  with  foreign 
supervisory  authorities  to  exchange  information, 
resolve  issues,  and  coordinate  requests  for  data,  back¬ 
ground  materials,  training,  and  other  technical  advice. 
IB&F  serves  as  the  liaison  with  the  Treasury  Depart¬ 
ment,  the  International  Monetary  Fund,  the  International 
Bank  for  Reconstruction  and  Development  (World 
Bank),  and  other  external  sources  for  formal  programs 
to  provide  technical  bank  supervisory  assistance  to 
foreign  bank  supervisory  authorities.  IB&F  also  helps 
prepare  congressional  testimony,  furnishes  staff  for 
seminars,  conferences,  and  training  sessions  related 
to  international  banking  and  supervisory  issues,  par¬ 
ticipates  in  overseas  missions  with  international  finan¬ 
cial  institutions,  and  assists  in  OCC  examinations  of  the 
overseas  operations  of  national  banks. 
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Bank  Supervision  Operations 


Bank  Organization  and  Structure 

Bank  Organization  and  Structure  establishes  policies 
affecting  the  corporate  activities  of  national  banks.  It 
reviews  individual  and  national  bank  applications  to 
engage  in  bank  activities  requiring  OCC  headquarters 
approval,  monitors  and  provides  advice  about  the  most 
significant  applications,  and  strives  to  maintain  effec¬ 
tive  quality  control  and  information  systems  that  sup¬ 
port  decentralized  licensing  operations.  Bank 
Organization  and  Structure  is  divided  into  three 
divisions:  Licensing  Operations,  Licensing  Policy  and 
Systems,  and  Corporate  Activity. 

Application  Volume  and  Decision 
Results 

Table  1  shows  corporate  licensing  activity  for  1995. 

The  number  of  applications  filed  with  the  OCC  in¬ 
creased  by  32  percent  in  calendar  1995  from  3,020  to 
3,982.  Applications  for  branches  made  up  the  bulk  of 
this  increase,  from  928  in  1 994  to  1 ,808  in  1 995.  Banks 


filing  ATM  applications  may  include  more  than  one 
location  per  application.  While  the  number  of  filings  did 
not  significantly  increase,  the  total  number  of  ATM 
locations  doubled  in  the  past  two  years,  increasing  from 
1 ,957  in  1993,  to  2,706  in  1994,  and  to  4,1 16  in  1995. 
Large  percentage  increases  in  applications  were  also 
seen  in  charter  conversions.  Conversions  of  existing 
financial  institutions  to  national  banks  increased  more 
than  100  percent  compared  to  1994  applications,  in¬ 
creasing  from  21  to  49. 

New  charter  applications  increased  60  percent  in  1 995, 
rising  to  56  from  35  in  the  previous  year.  OCC  received 
26  charter  applications  from  independent  groups 
during  1995.  Of  these,  24  were  for  full  service  banks, 
and  two  were  for  credit  card  banks.  The  other  30  charter 
applications  received  were  sponsored  by  bank  holding 
companies.  Of  this  group,  19  were  for  full  service 
banks,  8  were  for  trust  banks,  and  3  were  for  credit  card 
banks. 

Consistent  with  previous  years,  almost  all  applications 
decided  in  1 995  were  approved.  Two  applications  were 
denied  during  the  year  and  63  applications  were  ap¬ 
proved  with  conditions  imposed  by  OCC.  Eight  of  those 


Table  1.  Corporate  Licensing  Activity  in  1995 


Applications  received 

District  decisions 

Washington  decisions 

Total 

1994 

1995 

Approved 

Denied 

Approved 

Denied 

ATMs1 

990 

1,013 

1,001 

0 

5 

0 

1,006 

Branches 

928 

1,808 

1,566 

1 

46 

0 

1,613 

Capital 

140 

121 

139 

0 

1 

0 

140 

Change  in  control 

15 

15 

12 

0 

4 

0 

16 

Charters 

35 

56 

38 

0 

6 

0 

44 

Conversions2 

21 

49 

32 

0 

18 

1 

51 

Federal  branches 

1 

0 

1 

0 

0 

0 

1 

Fiduciary  powers 

18 

37 

26 

0 

9 

0 

35 

Mergers 

191 

152 

143 

0 

5 

0 

148 

Relocations 

248 

309 

240 

0 

49 

0 

289 

Reorganizations 

239 

223 

187 

0 

48 

0 

235 

Stock  appraisals 

4 

3 

0 

0 

2 

0 

2 

Subsidiaries 

190 

196 

158 

0 

21 

0 

179 

Total 

3,020 

3,982 

3,543 

1 

214 

1 

3,759 

An  ATM  application  may  include  more  than  one  ATM  location.  In  1994,  the  applications  included  2,760  locations.  In  1995,  the  applications 

included  4,1 16  locations 
?Conversions  to  national  bank  charters 


S ourr.t;  Brink  Organisation  and  Structure.  Comptroller  of  the  Currency 
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conditionally  approved  applications  related  to  Com¬ 
munity  Reinvestment  Act  issues.  OCC  district  offices 
and  Multinational  Banking,  under  delegated  authority, 
approved  94  percent  of  all  applications  decided  in 
1995.  The  remaining  6  percent  were  decided  at  OCC 
headquarters. 

Summaries  of  important  corporate  decisions  for  the 
previous  quarter  are  published  in  each  issue  of  the 
Quarterly  Journal. 

Change  in  Bank  Control  Act 

The  Change  in  Bank  Control  Act  of  1978  (CBCA)  re- 
quires  parties  who  wish  to  acquire  control  of  a  national 
bank  through  purchase,  assignment,  transfer,  pledge, 
or  other  disposition  of  voting  stock  to  notify  the  OCC  in 
writing  60  days  prior  to  the  proposed  acquisition. 

Any  party  acquiring  25  percent  or  more  of  a  class  of 
voting  securities  of  a  national  bank  must  file  a  Change 
in  Bank  Control  notice.  In  addition,  if  any  party  acquires 
1 0  percent  or  more  (but  less  than  25  percent),  that  party 
must  file  a  Change  in  Bank  Control  notice  under  certain 
conditions. 

The  acquiring  party  must  publish  an  announcement  of 
the  proposed  change  in  bank  control  to  allow  for  public 
comment. 

The  CBCA  gives  the  OCC  the  authority  to  disapprove 
changes  in  control  of  national  banks.  The  OCC’s  objec¬ 
tive  in  its  administration  of  the  CBCA  is  to  enhance  and 
maintain  public  confidence  in  the  national  banking 
system  by  preventing  identifiable  serious  adverse  ef¬ 
fects  resulting  from  anticompetitive  combinations  of 
interests,  inadequate  financial  support,  and  unsuitable 
management  in  national  banks.  The  OCC  will  review 
each  notice  to  acquire  control  of  a  national  bank  and 
will  disapprove  transactions  that  would  have  serious 
harmful  effects.  If  the  notice  is  disapproved,  the  disap¬ 
proval  letter  will  contain  a  statement  of  the  basis  for 
disapproval. 

The  OCC’s  CBCA  actions  for  1995  are  shown  in  Table  2. 


Processing  Timeliness 

One  measure  of  processing  timeliness  is  the  percent¬ 
age  of  applications  processed  within  target 
timeframes.  To  ensure  applications  are  processed  in  a 
timely  manner,  Bank  Organization  and  Structure 
measures  processing  time  using  target  timeframes  to 
establish  performance  benchmarks  for  routine  applica¬ 
tions.  Process  timeliness  varies  with  the  volume  of 


Table  2.  Change  in  Bank  Control  Act* 

1988-1995 


Year 

Acted 

on 

Not 

disapproved 

Dis¬ 

approved 

With¬ 

drawn 

1995 

16 

16 

0 

0 

1994 

16 

15 

1 

0 

1993 

30 

21 

5 

4 

1992 

29 

21 

4 

4 

1991 

15 

6 

6 

3 

1990 

42 

32 

5 

5 

1989 

55 

48 

3 

4 

1988 

42 

34 

4 

4 

'Notices  processed  with  disposition. 

Source:  Bank  Organization  and  Structure,  Comptroller  of  the  Cur¬ 
rency. 


requests  and  the  complexity  of  requests.  These,  in  turn, 
vary  with  economic  conditions  and  changes  in  banking 
law.  Table  3  shows  the  target  and  actual  timeframe  for 
the  applications  processed  in  district  offices  and  Mul¬ 
tinational  Banking.  The  OCC  typically  meets  target 
timeframes  for  almost  all  routine  applications.  Devia¬ 
tions  from  these  targets  are  primarily  the  result  of  ap¬ 
plication  complexity.  In  1994,  the  districts  and 
Multinational  Banking  met  target  timeframes  on  84.8 
percent  of  the  applications  they  decided.  In  1995,  their 
performance  improved,  meeting  the  target  timeframe 
on  89.9  percent  of  the  applications  they  decided. 

Changes  to  12  CFR  5  proposed  in  November  1994 
would  establish  an  expedited  process  for  eligible  na¬ 
tional  banks  in  satisfactory  condition  and  with  satisfac¬ 
tory  or  better  performance  under  the  Community 
Reinvestment  Act  of  1977.  The  proposal  would  also 
substitute  after-the-fact  notices  for  applications  requir¬ 
ing  prior  OCC  approval  for  low-risk  activities  such  as 
routine  activities  conducted  in  operating  subsidiaries. 
The  proposal  would  eliminate  the  application  require¬ 
ment  for  shared  ATMs. 


Licensing  Operations 

Licensing  Operations  is  a  new  division,  created  in 
November  1995  to  provide  oversight  of  all  licensing 
operations,  with  the  primary  goal  of  improving  operat¬ 
ing  efficiency.  Oversight  responsibilities  include  ensur¬ 
ing  the  effectiveness  and  efficiency  of  existing 
operating  policies  and  procedures,  assisting  with  the 
development  and  implementation  of  new  programs  for 
improving  licensing  operations,  assisting  management 
in  determining  resource  needs,  developing  and  im- 
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Table  3.  OCC  District  and  Multinational  Licensing  Actions  and  Timeliness,  1994-1995 


Type  of 
application 

Target 
timeframe 
in  days 

1994 

1995 

Annual  change  (%) 

Number 
of  actions 

Within 

number 

Target 

% 

Number 
of  actions 

Within 

number 

Target 

% 

Number  of 
of  actions 

Within 

number 

Target 

% 

ATMs 

21 

1,042 

997 

95.7 

1,001 

936 

93.5 

-41 

-61 

-2  2 

Branches 

45 

901 

833 

92.5 

1,567 

1,472 

93.9 

666 

639 

1.5 

Capital/sub  debt 

30 

135 

116 

85.9 

139 

113 

81.3 

4 

-3 

-4  6 

Change  in  control 

60 

11 

5 

45.5 

12 

9 

75.0 

1 

4 

29.5 

Charters 

* 

22 

16 

72.7 

38 

21 

55.3 

16 

5 

-17.5 

Conversions 

90 

11 

10 

90.9 

32 

29 

90.6 

21 

19 

-0.3 

Federal  branches 

120 

0 

0 

n/a 

1 

1 

100.0 

1 

1 

n/a 

Fiduciary  powers 
Mergers 

30 

60 

18 

163 

10 

88 

55.6 

54.0 

26 

143 

15 

107 

57.7 

74.8 

8 

-20 

5 

19 

2.1 

20.8 

Relocations 

45 

222 

201 

90.5 

240 

229 

95.4 

18 

28 

4.9 

Reorganizations 

45 

190 

69 

36.3 

187 

113 

60.4 

-3 

44 

24.1 

Subsidiaries 

30 

143 

80 

55.9 

158 

140 

88.6 

15 

60 

32.7 

Total 

2,858 

2,425 

84.8 

3,544 

3,185 

89.9 

686 

760 

5.0 

‘Independent  charter  application  target  is  120  days;  for  applications  sponsored  by  a  holding  company  the  target  is  90  days. 

Note  Most  decisions  (94  percent  in  1995)  were  decided  in  the  district  offices  and  Multinational  Banking  under  delegated  authority.  Decisions 
include  approvals,  conditional  approvals,  and  denials. 

Source:  Bank  Organization  and  Structure,  Comptroller  of  the  Currency. 


plementing  performance  measures,  and  monitoring 
actual  operating  performance.  The  division  director  will 
act  as  the  primary  liaison  with  management  of  the 
district  offices  on  all  matters  involving  improvement  in 
operating  efficiency  and  timeframe  performance 
standards. 


Licensing  Policy  and  Systems 

The  Licensing  Policy  and  Systems  Division  (LP&S) 
develops  and  implements  general  policies  and  proce¬ 
dures  for  the  corporate  activities  of  the  OCC.  The 
development  objective  includes  ongoing  consultation 
with  bank  structure  analysts  in  Washington  and  the 
districts  and  special  projects,  such  as  coordinating  a 
major  revision  of  the  Corporate  Activities  Manual  to 
reduce  application  burdens  and  improve  application 
processing.  The  implementation  objective  includes 
responsibility  for  the  OCC’s  licensing  quality  assurance 
program  and  maintaining  databases,  such  as  the  Cor¬ 
porate  Activities  Information  System  and  the  Institution 
Database. 

Significant  projects  during  calendar  1995  included  the 
following; 

•  BOS  drafted  a  revised  manual  containing  pro¬ 
cedures  and  forms  that  will  go  into  effect  to 
implement  the  proposed  revisions  to  part  5,  the 
OCC’s  regulation  on  corporate  applications. 
On  August  16  the  OCC  announced  in  the 
Federal  Register  the  draft  Comptroller's  Cor¬ 
porate  Manual  had  been  submitted  to  the  OMB 


for  review.  In  response  to  the  announcement, 
the  OCC  sent  over  60  copies  of  the  draft 
manual  to  requesters.  Thirty-three  copies  were 
also  sent  to  practitioners  who  agreed  to  pro¬ 
vide  the  OCC  with  comments.  In  addition,  the 
materials  relating  to  public  notice,  comment, 
and  hearings  were  provided  to  17  community 
group  representatives. 

•  The  districts  and  BOS  began  a  test  of  a  variety 
of  the  procedures  in  September  1995.  Proce¬ 
dures  being  tested  include  those  for  promptly 
identifying  applications  that  would  be  eligible 
for  expedited  processing,  for  promptly  identify¬ 
ing  applications  that  present  significant  issues, 
for  shortened  processing  timeframes,  and  for 
improved  computer  reporting  and  monitoring 
of  the  status  of  cases. 

•  LP&S  contributed  significant  resources  to 
reviewing  the  proposed  revised  part  5  and 
providing  comments  to  OCC  drafters.  The 
revised  regulation  will  eliminate  unnecessary 
burdens  and  constraints  on  prompt  review  of 
and  action  on  corporate  applications. 

•  During  1995,  LP&S  participated  in  interagency 
discussions  with  staff  from  the  Department  of 
Justice  and  the  Federal  Reserve  Board  to  up¬ 
date  the  analyses  the  agencies  perform  to 
screen  merger  applications  that  may  present 
significant  competitive  aspects.  A  new  merger 
screen  was  developed  as  a  result  of  those 
discussions.  The  OCC  replaced  the  Expansive 
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Market  Test  of  its  Quick  Check  Merger  Screen 
with  "Screen  A”  of  the  new  merger  screen. 
Screen  A  differs  from  the  QCMS’s  Expansive 
Market  Test  by  increasing  the  weight  given  to 
thrift  deposits  from  20  percent  to  50  percent. 
Giving  thrift  deposits  greater  weight  reduces 
the  number  of  mergers  subject  to  further  com¬ 
petitive  review. 

LP&S  provided  administrative  support  for  the 
Organizational  Review  Team  (ORT).  ORT 
reviewed  the  various  business  functions  of  the 
OCC  and  provided  the  Comptroller  with  recom¬ 
mendations  for  improving  the  timeliness  and 
responsiveness  of  agency  supervision,  licens¬ 
ing,  and  regulation. 

LP&S  was  designated  the  leader  of  an  FFIEC 
Interagency  Working  Group  for  implementing 
Section  304  of  the  Riegle  Community  Develop¬ 
ment  and  Regulatory  Improvement  Act  of 
1994.  The  group’s  efforts  were  directed  toward 
harmonizing  the  collection  of  information  and 
eliminating  duplicative  or  unnecessary  re¬ 
quests  from  existing  applications  or  notice 
forms.  During  1995  the  group  continued  to 
work  on  making  three  forms  consistent:  Notice 
of  Change  in  Bank  Control,  Notice  of  Change 
in  Directors  or  Senior  Executive  Officers,  and 
Biographical  and  Financial  Report. 

In  1995,  LP&S  reviewed  and  acted  on  1 10  fee 
concession  requests.  National  banks  may  re¬ 
quest  corporate  fee  concessions  in  the  form  of 
a  reduction,  waiver,  or  refund.  Most  of  the  fee 
concessions  granted  were  the  result  of  the 
OCC  reducing  fees  for  a  single  transaction 
involving  multiple,  related  OCC  applications 
where  lower  processing  costs  were  clearly  evi¬ 
dent. 

LP&S  staff  participated  in  the  OCC’s  Electronic 
Banking  Working  Group.  Working  group  ac¬ 
tivities  to  date  have  included:  drafting  com¬ 
ments  for  and  briefing  the  Comptroller  for 
testimony  before  a  Subcommittee  of  the  U.S. 
House  of  Representatives  on  Banking  and 
Financial  Services;  exploring  the  development 
of  electronic  money,  banking,  and  commerce; 
evaluating  preliminary  proposals  by  banks  to 
further  expand  their  businesses  and  product 
lines  by  electronic  means;  and  researching, 
drafting,  and  providing  comments  on  papers 
being  prepared  by  U.S.  Treasury  bureaus 
about  electronic  money  and  related  issues. 


•  BOS  assumed  responsibility  for  the  Institution¬ 
al  Database  (IDB)  in  1994.  In  1995,  LP&S,  in 
conjunction  with  Applications  Development 
and  Communications,  updated  the  mailing  ad¬ 
dresses  on  the  IDB  for  active  national  banks. 

•  LP&S  implemented  Corporate  Activities  Infor¬ 
mation  System  programming  reports  that  list 
for  a  given  charter:  (1 )  all  active  branches  and 
ATMs;  (2)  all  active  branches  and  ATMs  within 
a  ZIP  code  range;  (3)  all  active  branches  and 
ATMs  in  a  specified  city;  or  (4)  all  active 
branches  and  ATMs  in  a  specified  county. 
Reports  can  also  be  generated  that  list  all 
active  branches  and  ATMs  within:  (1)  an  OCC 
district;  (2)  an  OCC  geographic  code;  or  (3)  an 
OCC  supervisory  code.  In  addition,  reports 
can  now  generate  lists,  by  states,  of  all  active 
national  banks  as  of  a  given  date. 

•  LP&S  implemented  Corporate  Activities  Infor¬ 
mation  System  programming  enhancements 
that  allow  a  bank  to  electronically  file  an  ap¬ 
plication  involving  multiple  branch  and/or  ATM 
locations.  One  bank  filed  a  single  ATM  applica¬ 
tion  involving  600  locations.  Another  bank  ac¬ 
companied  its  conversion  application  with  the 
filing  of  a  request  to  retain  250  existing  branch 
and  ATM  locations. 

The  division  also  continued  to  monitor  corporate  ac¬ 
tivities  operations  through  the  Corporate  Activities  In¬ 
formation  System  and  a  comprehensive  quality 
assurance  program.  Data  from  the  Corporate  Activities 
Information  System  was  used  in  1995  to  produce  the 
OCC’s  Weekly  Bulletin,  a  compilation  of  corporate  ap¬ 
plications  involving  national  banks,  summary  tables  for 
the  Quarterly  Journal,  and  other  statistical  summaries. 

Corporate  Activity 

The  Corporate  Activities  Division  coordinates  all  cor¬ 
porate  applications  processed  in  the  OCC’s  districts 
and  headquarters.  The  applications  are  processed  ac¬ 
cording  to  12  CFR  5  and  the  Comptroller’s  Manual  for 
Corporate  Activities.  These  applications  involve  new 
bank  charters,  consolidations  and  mergers,  corporate 
reorganizations,  conversions  of  state  banks  to  national 
charters,  operating  subsidiaries,  branches,  customer 
bank  communication  terminals  (CBCTs),  head  office 
and  branch  relocations,  capital  changes,  and  federal 
branches  and  agencies  of  foreign  banks.  The  division 
evaluates  and  processes  notices  of  change  in  control¬ 
ling  ownership  of  national  banks  and  requests  for 
exceptions  filed  under  the  Depository  Institutions  Man¬ 
agement  Interlocks  Act.  Upon  request  from  share- 
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holders  dissenting  to  a  merger,  consolidation  or  con¬ 
version  involving  national  banks,  the  division  also  con¬ 
ducts  appraisals  of  bank  stocks. 

The  division  also  provides  recommendations  to  OCC 
senior  management  with  respect  to  the  disposition  of 
applications  not  delegated  to  the  district  offices. 

The  Corporate  Activity  Division  contributes  summaries  of 
selected  corporate  decisions  to  every  issue  of  the 
Quarterly  Journal.  In  1995,  the  following  corporate 
decisions  were  of  particular  importance  because  they 
were  precedent  setting  or  otherwise  represented  issues 
of  importance. 

Interjurisdictional  Decisions 

Under  the  authority  of  12  U.S.C.  30  and  10  U.S.C.  36, 
the  OCC  approved  37  applications  for  national  banks 
to  relocate  their  head  offices  (a  distance  of  less  than  30 
miles)  across  state  lines  and  to  operate  branches  in 
both  states.  The  decision  documents  for  these  ap¬ 
provals  were  published  in  Interpretations  and  Actions. 
The  chart  at  the  end  of  this  section  lists  the  banks  and 
states  involved  in  the  decisions  made  in  1995. 

The  OCC  approved  the  first  merger  of  national  banks 
under  the  early  opt-in  provision  of  the  Riegle-Neal 
Interstate  Banking  and  Branching  Efficiency  Act  of 
1994,  allowing  a  holding  company  to  merge  affiliated 
banks  located  in  different  states.  Both  states  had 
passed  opt-in  provisions.  The  resulting  bank  was  to 
operate  branches  in  both  states. 

The  OCC  granted  approval  for  a  number  of  national 
banks  to  relocate  their  head  offices  (a  distance  of  less 
than  30  miles)  to  adjacent  counties  and  to  retain  exist¬ 
ing  branches  in  their  former  head  office  counties.  The 
applicable  state  branching  laws  restricted  branching 
to  a  bank’s  head  office  county,  except  via  merger. 

The  OCC  granted  approval  for  a  national  bank  to  es¬ 
tablish  two  cash-dispensing  ATM  machines  in  an  ad¬ 
joining  county.  The  State  Bankers  Association  and  a 
local  competitor  had  protested  the  applications,  argu¬ 
ing  that  state  law  prohibited  the  establishment  of 
branches  outside  a  bank’s  head  office  county.  In  ap¬ 
proving  the  applications,  the  OCC  relied  on  an  ad¬ 
ministrative  ruling  by  the  State  Banking  Commissioner, 
which  had  found  that  ATMs  that  only  dispensed  cash 
were  not  branches  under  state  law. 

Charter  Decisions 

The  OCC  granted  preliminary  approval  for  the  estab¬ 
lishment  of  a  full-service  national  bank  with  a  com¬ 
munity  development  focus  Approval  was  also  granted 


for  a  branch.  The  approval  of  the  charter  was  condi¬ 
tioned  on  the  bank’s  articles  of  association  stipulating 
that  the  bank  has  a  community  development  focus  and 
that  prior  written  approval  from  the  OCC  is  required 
before  the  bank  can  amend  its  articles  to  change  that 
focus.  The  bank  was  to  be  capitalized  by  other  banking 
organizations,  corporations,  foundations,  and  certain 
individuals  through  a  private  placement.  Equity  invest¬ 
ments  by  other  national  banks  may  be  made,  subject 
to  the  provisions  of  12  CFR  24  (Community  Develop¬ 
ment  Corporation  and  Project  Investments).  The  bank 
also  was  planning  to  seek  funds  from  the  federal 
government’s  Community  Development  Financial  In¬ 
stitution  (CDFI)  Program. 

The  OCC  granted  approval  for  a  national  bank  to  es¬ 
tablish  a  CEBA  credit  card  bank  as  an  operating  sub¬ 
sidiary  of  the  bank.  The  bank  was  to  be  used  to 
consolidate  the  credit  card  operations  of  all  the  affiliates 
under  the  holding  company.  The  OCC  permitted  the 
bank  to  account  for  the  purchase  of  the  credit  card 
receivables  from  its  affiliates  at  book  value.  This  was 
the  second  approval  for  a  national  bank  to  establish  a 
CEBA  credit  card  bank  as  an  operating  subsidiary  of 
the  bank.  The  first  approval  was  abandoned  by  the 
applicant  before  the  transaction  was  consummated. 

Operating  Subsidiary  Decisions 

The  OCC  granted  conditional  approval  for  a  national 
bank  to  establish  an  operating  subsidiary  that  was  to 
become  a  25  percent  general  partner  in  a  partnership 
that  will  own  1 00  percent  of  a  newly  chartered  state  trust 
company.  A  company  that  owned  a  full  service 
brokerage  subsidiary  was  to  own  the  remaining  75 
percent  of  the  partnership.  The  OCC's  approval  stated 
that  national  banks  may  own  minority  interests  in  cor¬ 
porations  if  the  following  four  tests  are  satisfied:  (1)  the 
activities  must  be  part  of  or  incidental  to  banking,  (2) 
the  bank  must  be  able  to  prevent  the  enterprise  from 
engaging  in  activities  that  do  not  satisfy  the  previous 
standard,  (3)  the  investment  must  not  subject  the  bank 
to  open-ended  liability,  and  (4)  the  investment  must  be 
convenient  and  useful  to  the  investing  bank’s  business 
and  not  a  passive  investment.  This  analysis,  an  out¬ 
growth  of  previous  OCC  positions,  permits  certain  in¬ 
vestments  in  entities  at  levels  below  the  80  percent 
requirement  for  operating  subsidiaries. 

The  OCC  conditionally  approved  a  notice  filed  by  a 
national  bank  to  establish  an  operating  subsidiary  to 
hold  a  55  percent  (majority)  interest  in  a  limited  liability 
company  (LLC),  which  engaged  in  transaction 
processing  for  credit  card  merchants.  The  proposal 
satisfied  the  OCC’s  recently  established  four-part  test 
for  investments  in  entities  at  levels  below  the  80  percent 
requirement  for  operating  subsidiaries.  In  addition  to 
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the  three  standard  conditions  for  such  investments,  a 
fourth  condition  was  added  in  an  attempt  to  limit  the 
bank’s  exposure  to  loss,  which  is  an  element  of  the 
four-part  test.  The  fourth  condition  required  the  bank’s 
investment  in  the  LLC  to  be  accounted  for  under  the 
equity  method  of  accounting.  The  bank’s  internal  and 
external  auditors  agreed  that  equity  accounting  was 
appropriate,  since  the  bank  would  not  exercise  control 
over  the  operations  of  the  LLC.  According  to  the  operat¬ 
ing  agreement  for  the  LLC,  the  bank  and  the  other 
investor  will  share  equally  in  voting  and  management 
of  the  company. 

The  OCC  conditionally  approved  a  notice  filed  jointly 
by  two  national  banks  to  establish  operating  sub¬ 
sidiaries  that  will  engage  in  the  development  and  dis¬ 
tribution  of  home  banking  software.  The  two  operating 
subsidiaries,  through  a  joint  venture,  were  to  form  a 
Delaware  limited  liability  company  (LLC)  that  would 
acquire  the  stock  of  the  software  company.  The 
software  company  was  involved  in  the  development 
and  distribution  of  home  banking  and  financial 
management  software  and  data  processing  services. 
The  acquisition  of  the  software  company  would  provide 
the  banks  with  expertise  in  the  development  of  PC- 
based  home  banking  software.  The  OCC  found  the 
proposed  activities  to  be  incidental  to  the  business  of 
banking.  The  approval  was  conditioned  on  the  articles 
of  organization  and  operating  agreement  for  the  LLC 
including  language  specifically:  (1 )  stating  the  LLC  will 
engage  only  in  activities  which  are  legally  permissible 
for  national  banks;  (2)  acknowledging  that  the  banks 


have  the  authority  to  veto  or  withdraw  from  the  LLC  in 
the  event  the  LLC  engages  in  activities  otherwise  im¬ 
permissible  for  national  banks;  and  (3)  providing  that 
the  banks,  as  members  of  the  LLC,  will  not  be  liable  for 
debts,  obligations  or  liabilities  of  other  members. 

The  OCC  granted  conditional  approval  for  a  national 
bank  to  acquire  an  operating  subsidiary  which  en¬ 
gages  in  the  sale  of  annuities.  Pursuant  to  state  law,  the 
operating  subsidiary  was  being  structured  so  that  a 
“natural  person”  owned  the  voting  stock  of  the  sub¬ 
sidiary,  while  the  bank  maintained  control  via  a  close 
corporation  agreement.  The  conditions  of  the  approval 
addressed  the  close  corporation  agreement  and  the 
limitation  of  the  activities  to  the  sale  of  annuities,  as 
proposed  by  the  bank. 

Conversion  Decisions 

The  OCC  exercised  its  discretion  under  12  U.S.C.  35 
and  allowed  several  state-chartered  banks  to  convert 
to  national  banking  associations  and  retain  assets 
which  would  be  nonconforming  assets  for  a  national 
bank.  Section  35  provides  that  “the  Comptroller  of  the 
Currency  may,  in  his  discretion  and  subject  to  such 
conditions  as  he  may  prescribe,  permit  such  convert¬ 
ing  bank  to  retain  and  carry  at  a  value  determined  by 
the  Comptroller  such  assets  of  such  converting  bank 
as  do  not  conform  to  the  legal  requirements  relative  to 
assets  acquired  and  held  by  national  banking  associa¬ 
tions.” 
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Interstate  Head  Office  Relocations 
1995  Approvals 


States  and  Banks  Involved  Date  Approved  States  and  Banks  Involved  Date  Approved 


Arkansas  to  Texas 
Commercial  National  Bank 
of  Texarkana  March  8,  1 995 

Connecticut  to  Massachusetts 
BayBank  Boston,  N.A.  July  26,  1995 

District  of  Columbia  to  Maryland 
Industrial  Bank  of  Washington,  N.A.  February  23,  1995 


Florida  to  Georgia 

NationsBank  of  Florida  December  22,  1995 


Idaho  to  Washington 

Twin  River  National  Bank  November  20,  1995 

Bank  of  America,  N.A.  November  20,  1995 


Illinois  to  Iowa 

Firstar  Bank  Quad  Cities,  N.A.  April  27,  1995 
The  Rock  Island  Bank,  N.A.  August  10,  1995 


Illinois  to  Kentucky 

Banterra  Bank,  N.A.  August  30,  1995 


Illinois  to  Missouri 

Boatmen’s  National  Bank  June  15  1995 

Magna  Bank,  N.A.  November  15,  1995 

Indiana  to  Kentucky 

Bank  One,  Southern  Indiana,  N.A.  November  6,  1995 


Indiana  to  Ohio 
Star  Bank,  N.A. 

Iowa  to  Illinois 

First  Midwest  Bank/ 
Quad  Cities,  N.A. 


July  25,  1995 
November  24,  1995 


Iowa  to  Nebraska 

FirsTier  Bank,  N.A.  September  8,  1995 


Kansas  to  Missouri 

Bank  Midwest,  N.A. 
Boatmen’s  National  Bank 
Commerce  Bank,  N.A. 


April  20,  1995 
June  23,  1995 
June  29,  1995 


Kentucky  to  Ohio 
PNC  Bank,  N.A. 

Star  Bank,  N.A. 
Fluntington  National  Bank 
Bank  One,  N.A. 


March  14,  1995 
July  13,  1995 
July  17,  1995 
September  20,  1995 


Maryland  to  Delaware 

Bank  of  Delmar,  N.A. 

December  27,  1995 

Maryland  to  Virginia 

NationsBank,  N.A. 

March  8,  1995 

Missouri  to  Iowa 

Farmers  Bank  of  Northern 

Missouri,  N.A. 

December  21 ,  1995 

Missouri  to  Kansas 

Country  Club  Bank,  N.A. 

Bank  IV  Missouri,  N.A. 

April  4,  1995 

July  11,  1995 

New  Hampshire  to  Vermont 

Ledyard  National  Bank 

December  15,  1995 

New  Jersey  to  New  York 

Chase  Manhattan  Bank,  N.A. 

December  29,  1995 

New  Jersey  to  Pennsylvania 

PNC  Bank,  N.A. 

CoreStates  Bank,  N.A.  (amended) 

August  7,  1995 
November  15,  1995 

Ohio  to  West  Virginia 

Belmont  National  Bank 

Bank  One  Steubenville,  N.A. 

June  9,  1995 
October  5,  1995 

Pennsylvania  to  New  Jersey 

CoreStates  Bank,  N.A.  (amended) 

February  6,  1995 

West  Virginia  to  Maryland 

First  United  National  Bank  and 

Trust  Company 

August  15,  1995 

West  Virginia  to  Ohio 

Wheeling  National  Bank 

September  1 1 ,  1995 

Wisconsin  to  Illinois 

American  National  Bank  and 

Trust  Company 

March  8,  1995 
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Compliance  Management 

The  Compliance  Management  Department  was  ex¬ 
panded  in  1995  to  include  the  Community  Development 
Division  (CDD),  the  newly  organized  Customer  Assis¬ 
tance  Unit,  and  a  Fiduciary  Activities  Division.  The  depart¬ 
ment  is  responsible  for  the  OCC’s  consumer,  community, 
fiduciary  and  community  development  supervision  and 
examination  policies  and  procedures,  and  administering 
the  OCC’s  consumer  complaint  process. 

The  department  oversees  the  following  areas  of  bank 
supervision:  the  Community  Reinvestment  Act  (CRA); 
consumer  protection  laws  and  regulations,  principally  the 
Equal  Credit  Opportunity  Act  (ECOA),  the  Fair  Housing 
Act  and  the  Flood  Disaster  Protection  Act;  the  Bank 
Secrecy  Act  (BSA);  fiduciary  activities,  including  ad¬ 
ministering  national  bank  transfer  agent  activities  for 
stocks  and  bonds;  and  reviewing  and  approving  national 
bank  investments  in  community  development  corpora¬ 
tions  (CDCs)  and  community  development  projects.  Ad¬ 
ditionally,  the  department  provides  policy  guidance  on 
community  development  issues  and  develops  initiatives 
related  to  the  creation  of  affordable  housing  for  low-  and 
moderate-income  persons,  the  provision  of  technical  assis¬ 
tance  and  financing  for  small,  minority  and  women-owned 
businesses  and  the  economic  revitalization  of  low-  and 
moderate-income  areas. 

Compliance  Management  participates  in  the  trust  su¬ 
pervision/capital  committee  of  the  Federal  Financial 
Institutions  Examination  Council  (FFIEC)  and  the 
FFIEC’s  consumer  compliance  task  force  and  its  sub¬ 
committees  responsible  for  the  CRA,  the  Home 
Mortgage  Disclosure  Act  (HMDA),  consumer  examina¬ 
tion  procedures  and  enforcement  issues.  These  inter¬ 
agency  working  groups  try  to  ensure  the  financial 
institution  regulatory  agencies  uniformly  implement 
compliance  with  consumer  and  fiduciary  laws  and  ex¬ 
amination  approaches. 

In  early  1995,  the  OCC  conducted  a  fiduciary  survey  to 
determine  how  best  to  improve  OCC’s  supervision  of 
fiduciary  activities.  As  a  result  of  the  survey,  the  OCC 
established  the  Fiduciary  Activities  Division  in  late  Sep¬ 
tember  1 995.  The  division  is  staffed  by  three  examiners 
and  a  director.  The  Fiduciary  Activities  group  provides 
support  for  policy  direction  on  fiduciary  activities  of 
national  banks  including  asset  management  and 
administration,  investment  advisory  activities,  share¬ 
holder  and  securities  services,  private  banking  ser¬ 
vices,  and  common  trust  fund  and  pension  fund 
administration. 

The  Fiduciary  Activities  Division  supports  training  ef¬ 
forts  for  OCC  examiners  and  staff  that  participate  in  the 


supervision  of  national  bank  fiduciary  activities.  During 
1995,  training  was  developed  and  presented  to  OCC 
examiners  addressing  the  use  of  derivative  products  in 
fiduciary  accounts.  The  OCC  fiduciary  examiner  cadre 
participated  in  the  FFIEC’s  annual  fiduciary  seminar. 

With  fiduciary  examiners  from  each  district,  the  OCC 
began  a  project  to  rewrite  the  Comptroller’s  Handbook 
addressing  fiduciary  activities.  Publication  of  the  Hand¬ 
book  in  a  new  booklet  format  is  anticipated  in  1996.  In 
addition,  OCC  piloted  small  bank  fiduciary  examination 
procedures  for  use  in  national  banks  with  fiduciary 
assets  of  less  than  $250  million. 

The  CDD  developed  the  policy  components  of  the 
charter  approval  for  the  first  national  bank  with  a  com¬ 
munity  development  focus.  In  late  1994,  the  OCC 
provided  preliminary  charter  approval  for  Neighbor¬ 
hood  Development  Bank,  N.A.,  in  San  Diego,  CA.  In 
1995,  the  OCC  granted  preliminary  approval  to  a 
second  CD  bank  in  Washington,  DC  (Community  First 
Bank  N.A.)  and  has  permitted  national  banks  to  be¬ 
come  investors  in  two  CD  banks  with  state  charters. 

The  CDD  continues  to  publish  its  quarterly  newsletter, 
Community  Developments,  designed  to  provide  nation¬ 
al  banks  and  other  interested  persons  with  highlights 
of  innovative  bank  community  development  programs, 
regulatory  updates  on  community  issues,  and  news  of 
federal  and  state  programs  that  might  be  of  interest  to 
national  banks.  Over  2,500  bankers,  community  repre¬ 
sentatives,  and  others  subscribe. 

The  CDD  shares  information  with  consumers,  com¬ 
munity,  small  business,  national  intermediary,  govern¬ 
ment,  and  housing  groups.  In  1995,  the  division 
arranged  10  meetings  with  representatives  of  almost 
200  national  and  local  groups  with  the  Comptroller  and 
senior  OCC  staff.  In  addition,  the  CDD  provided  nation¬ 
al  bank  customer  groups  with  information  through  mail¬ 
ings  and  briefings.  The  division  responded  to 
approximately  653  inquiries  from  bank  customer 
groups  and  national  banks  on  issues  involving  com¬ 
munity  development  lending,  fair  housing,  the  CRA, 
and  community  development  investments. 

The  CDD  provided  support  to  a  number  of  OCC  and 
interagency  working  groups.  CDD  staff  participated  on 
the  OCC  working  groups  responsible  for  Community 
Development  Financial  Institutions,  Native  American 
Issues,  and  the  CRA.  The  division  director  was  a  mem¬ 
ber  of  OCC’s  National  Credit  Committee.  In  interagency 
activities,  the  CDD  continued  to  participate  in  the 
Securities  and  Exchange  Commission’s  Government- 
Business  Forum  on  Small  Business  Capital  Formation, 
with  CDD’s  director  serving  on  the  executive  commit¬ 
tee.  CDD  staff  also  participated  on  the  Section  308 
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interagency  working  group  that  explored  ways  to  in¬ 
crease  the  number  of  minority-owned  financial  institu¬ 
tions,  and  support  their  development. 

In  1995,  CDD  published  Community  Development  In¬ 
vestments  Program  for  National  Banks,  a  directory  of 
community  development  investments  by  national 
banks  Since  the  inception  of  the  program  in  1965,  the 
OCC  has  approved  1,177  national  banks  to  invest  in 
almost  700  community  development  corporations 
(CDCs)  and  community  development  projects.  Many  of 
those  investments  were  in  one-time  projects  which 
have  been  completed,  or  were  in  single-purpose  CDCs 
whose  missions  have  been  accomplished.  The  direc¬ 
tory  includes  information  about  the  measurable  results 
of  the  investments.  Each  entry  also  includes  the  name 
of  a  contact  person  who  can  provide  more  information 
about  that  project. 

The  division  continued  to  support  the  Comptroller  in  his 
capacity  as  a  statutory  member  of  the  board  of  direc¬ 
tors  and  vice  chairman  of  the  Neighborhood  Reinvest¬ 
ment  Corporation.  The  division  also  served  as  OCC 
liaison  for  the  Department  of  Treasury  Consumer  Affairs 
Council. 

To  improve  the  process  for  handling  consumer  com¬ 
plaints,  OCC  undertook  a  comprehensive  review  of  the 
complaint  procedures.  As  a  result,  in  September  1995, 
OCC  established  the  Customer  Assistance  Unit,  a 
centralized  complaint  processing  center  housed  in 
Washington,  DC.  A  toll-free  telephone  number  (1-800- 
613-6743)  became  operational  on  September  5,  1995. 
OCC  also  created  a  new  complaints  tracking  system. 
The  tracking  system  will  allow  the  OCC  to  analyze 
consumer  complaint  activity  and  track  their  resolution. 
When  fully  implemented,  this  structure  will  offer  more 
rapid  and  effective  complaint  processing  and  better 
informed  consumers. 

During  1995,  the  OCC  received  15,745  written  con¬ 
sumer  complaints  and  21 ,970  telephone  complaints  for 
a  total  of  37,715.  By  January  31,  1996,  87  percent  of 
these  complaints  had  been  resolved.  The  remaining 
complaints  were  in  process.  The  average  resolution 
time  was  29  days. 

In  addition,  the  OCC  received  14  complaints  alleging 
violations  of  the  Fair  Housing  Act.  In  accordance  with 
the  OCC’s  memorandum  of  understanding  with  the  U.S. 
Department  of  Housing  and  Urban  Development 
(HUD),  these  complaints  were  referred  to  HUD  for 
administrative  processing  and,  if  appropriate,  inves¬ 
tigation. 

As  a  result  of  compliance  examinations  conducted  in 
1995.  the  OCC  made  two  referrals  to  the  Department 


of  Justice  (DOJ)  on  pattern  or  practice  violations  of 
ECOA  and  one  notification  to  HUD  on  an  isolated 
violation  of  the  Fair  Housing  Act.  The  Department  also 
issued  guidance  to  examiners  on  the  responsibilities 
and  time  frames  for  handling  possible  referrals  of 
suspected  violations  of  ECOA  and  the  Fair  Housing 
Act. 

In  1995,  the  OCC  and  the  other  federal  financial  institu¬ 
tion  regulators  finalized  revisions  to  their  regulations 
implementing  the  CRA.  The  agencies  undertook  a  com¬ 
prehensive  effort  to  reform  the  standards  for  evaluating 
compliance  to  focus  more  on  performance  and  less  on 
process  which  concluded  a  two  year  process  initiated 
by  President  Clinton.  The  revised  regulation  becomes 
effective  in  stages  between  July  1995  and  July  1997. 
The  new  CRA  rule  distinguishes  between  large  and 
small  banks,  recognizes  wholesale  and  limited  purpose 
banks,  and  provides  the  flexibility  for  all  banks  to 
develop  a  CRA  strategic  plan. 

A  bank’s  CRA  performance  will  continue  to  be  rated 
“outstanding  record  of  meeting  community  credit 
needs,”  “satisfactory  record  of  meeting  community 
credit  needs,”  “needs  to  improve  record  of  meeting 
community  credit  needs,”  or  “substantial  noncom¬ 
pliance  in  meeting  community  credit  needs.”  In  1995, 
the  OCC  conducted  CRA  examinations  in  roughly  one 
third  of  all  national  banks.  Less  than  3  percent  of  all 
national  banks  have  CRA  ratings  less  than  satisfactory. 

Jointly  the  agencies  developed  examination  proce¬ 
dures  and  examiner  training  consistent  with  the  new 
regulation.  Approximately  100  OCC  examiners  and 
other  staff  participated,  either  as  instructors  or  stu¬ 
dents,  in  five  CRA  training  sessions  sponsored  by  the 
FFIEC.  Additionally,  the  OCC  provided  its  own  CRA 
training  sessions,  focused  on  small  bank  examinations, 
to  more  than  1 , 1 00  OCC  examiners. 

In  1995,  the  OCC  established  fiduciary  and  consumer 
training  programs.  These  programs  will  ensure  the 
OCC  maintains  a  sufficient  number  of  knowledgeable, 
experienced  and  well-trained  examiners  to  conduct 
examinations  in  the  specialty  areas,  and  provide 
specialty  examiners  with  the  training  and  developmen¬ 
tal  experiences  needed  to  perform  their  examination 
responsibilities. 

OCC  adopted  Community  Bank  Consumer  Com¬ 
pliance  Examination  Procedures.  These  procedures 
will  be  used  primarily  in  national  banks  with  less  than 
$250MM  in  total  assets.  The  procedures  are  transac¬ 
tion-based  and  focus  on  the  results  of  bank  operations 
rather  than  the  methods  the  bank  used  to  achieve  them. 
During  1 995,  OCC  also  developed  a  revised  set  of  large 
bank  consumer  examination  procedures  for  implemen- 
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tation  in  early  1996.  These  procedures  will  focus  on  a 
large  bank’s  method  for  identifying,  measuring,  control¬ 
ling  and  monitoring  consumer  compliance  risk.  Ex¬ 
aminers  will  evaluate  large  bank  risk  management 
systems  and  perform  limited  transaction  testing  to  con¬ 
firm  its  reliability. 

During  1995,  the  department,  in  conjunction  with  the 
district  consumer  and  fiduciary  manager  groups, 
developed  quality  assurance  procedures  for  evaluat¬ 
ing  the  quality  of  OCC  compliance  supervision,  and 
measuring  consistency  and  compliance  with  OCC  su¬ 
pervision  and  examination  policies  and  procedures. 
These  groups  also  developed  an  MIS  reporting 
process  whereby  compliance  management  provides 
quarterly  reports  to  senior  management  in  Washington 
and  the  districts  on  a  variety  of  compliance  issues  and 
activities. 

The  department  sent  60  issuances  to  national  banks 
and  examiners  during  the  year.  Topics  covered  such 
areas  as  the  CRA,  Flood  Disaster  Protection  Act, 
HMDA,  Real  Estate  Settlement  Procedures  Act,  BSA, 
Truth  in  Lending  Act  and  the  ECOA.  The  department 
also  provided  guidance  related  to  bank  fair  lending  self 
assessments,  age-split  scoring  systems,  and  a  notice 
summarizing  fair  lending  cases  sent  to  DOJ  and  HUD. 


Multinational  Banking 

The  Multinational  Banking  Department  supervises  all 
national  bank  subsidiaries  of  the  following  companies: 
BankAmerica  Corporation,  Bank  of  Boston  Corpora¬ 
tion,  BancOne  Corporation,  Chase  Manhattan  Cor¬ 
poration,  Citicorp,  First  Chicago  NBD  Corporation,  First 
Union  Corporation,  Fleet  Financial  Group,  Inc.,  Nations¬ 
Bank  Corporation,  and  Wells  Fargo  Corporation.  As  of 
October  1,  1995,  these  10  companies  owned  105  na¬ 
tional  banks  in  32  states  with  total  assets  of  $1 . 1  trillion, 
representing  48  percent  of  the  total  assets  of  the  na¬ 
tional  banking  system.  The  department  also  supervises 
severely  troubled  regional  bank  companies  with  nation¬ 
al  bank  subsidiaries,  oversees  OCC’s  international  ex¬ 
amining  activities,  and  administers  the  Shared  National 
Credit  and  Large  Bank  Programs. 

The  department’s  supervisory  philosophy  is  to  assess 
each  bank’s  risk  profile  and  ensure  that  the  level  of  risk 
undertaken  by  that  bank  is  appropriate  and  managed 
effectively.  Examinations  are  conducted  in  accordance 
with  the  requirements  of  the  Federal  Deposit  Insurance 
Corporation  Improvement  Act  of  1991,  which  requires 


full-scope  annual  examinations  of  all  national  banks 
annually.  Areas  covered  during  examinations  include 
global  operations,  asset  quality,  capital  adequacy, 
management,  earnings,  capital  markets  activities, 
compliance  management  systems,  fiduciary  activities, 
and  adequacy  of  bank  information  systems.  The  de¬ 
partment  works  closely  with  the  Federal  Deposit  In¬ 
surance  Corporation,  the  Federal  Reserve  Board,  and 
the  Office  of  Thrift  Supervision  to  coordinate  major 
interagency  examination  efforts. 

The  Multinational  Banking  Department’s  examination 
and  supervision  efforts  are  ongoing  and,  as  much  as 
practical,  anticipatory.  Field  examiners  are  permanent¬ 
ly  assigned  to  each  multinational  lead  bank  to  promote 
communication  and  thereby  enhance  the  OCC’s  ability 
to  promptly  identify  and  address  emerging  issues  and 
risks.  Washington-based  employees  maintain  con¬ 
tinuous  dialogue  with  these  field  examiners  to  ensure 
that  examinations  identify  risks  and  are  proceeding  as 
planned.  This  ongoing  communication  also  allows  the 
department  to  keep  OCC  management  informed  of 
significant  events  affecting  the  assigned  institutions. 

Examination  strategies  are  developed  annually  for 
each  of  the  multinational  companies  and  are  updated 
quarterly.  These  strategies  are  ongoing  and  relate 
closely  to  economic  factors  and  financial  marketplace 
developments.  A  critical  element  of  the  department’s 
examination  strategy  is  to  maintain  strong,  consistent, 
and  frequent  communication  with  bank  management, 
market  participants,  and  industry  analysts. 

The  department’s  Large  Bank  Program  provides  the 
framework  for  supervising  all  banking  companies  with 
assets  over  $1  billion.  The  program  provides  guidelines 
to  ensure  consistent  and  efficient  supervision  of  all 
large  national  banks  and  provides  a  forum  for  address¬ 
ing  emerging  issues  or  potential  systemic  risks. 

The  Shared  National  Credit  Program  is  an  interagency 
program  designed  to  review  and  assess  risk  in  many 
of  the  largest  and  most  complex  credits  shared  by 
multiple  financial  institutions.  A  shared  national  credit 
is  defined  as  any  loan  or  formal  loan  commitment 
aggregating  $20  million  or  more,  extended  to  a  bor¬ 
rower  by  a  supervised  institution  or  any  of  its  sub¬ 
sidiaries  or  affiliates.  The  credit  must  be  shared  by  two 
or  more  institutions  under  a  formal  lending  agreement, 
or  a  portion  of  the  loan  is  sold  to  one  or  more  institutions 
with  the  purchasing  institution  assuming  its  pro  rata 
share  of  the  credit  risk.  The  program’s  objectives  are  to 
provide  uniform  treatment  of  the  entire  credit,  consis¬ 
tent  classification,  and  efficient  risk  analysis. 
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Special  Supervision 

The  Special  Supervision  Division  (SPSU)  supervises 
national  banks  in  the  most  critical  condition,  monitors 
failing  banks,  coordinates  bank  closings,  and  helps 
determine  OCC  policy  for  the  examination  and  enfor¬ 
cement  of  problem  banks. 

SPSU  is  the  focal  point  for  managing  most  critical  bank 
situations  in  which  potential  for  failure  is  high.  An  an¬ 
ticipatory  approach  is  used  in  resolving  these  critical 
bank  situations.  The  division  deals  with  each  bank 
individually,  employing  enforcement  and  administrative 
tools  best  suited  to  that  bank’s  problems.  SPSU  ap¬ 
proves  the  scope  of  examination  activities,  holds  meet¬ 
ings  with  management  and  boards  of  directors,  reviews 
corporate  related  applications,  and  processes  reports 
of  examination  and  correspondence  for  these  banks. 


SPSU  also  helps  problem  banks  to  identify  all  possible 
sources  of  outside  capital.  In  1995,  these  recapitaliza¬ 
tion  efforts  helped  several  banks  avoid  failure. 

Staff  members  of  Special  Supervision  also  participate 
in  various  task  forces  and  working  groups  or  are 
responsible  for  other  areas  of  bank  supervision.  SPSU 
monitors  the  statutory  requirements  for  various  bank 
supervision  issues  and  reviews  examiner-generated 
supervision  input.  SPSU  provides  general  advice  and 
guidance  on  problem  bank  issues  to  district  offices  and 
other  OCC  units.  In  1995,  Special  Supervision  partici¬ 
pated  in  interagency  task  forces  formed  to  implement 
requirements  of  the  Riegle  Community  Development 
and  Regulatory  Improvement  Act  of  1 994.  SPSU  is  also 
represented  on  in-house  task  forces,  including  the  Ex¬ 
aminer  View  project  and  an  Organizational  Review 
Team  project. 
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Economic  Analysis  and  Public  Affairs 


Economic  and  Policy  Analysis 

The  Economic  and  Policy  Analysis  (E&PA)  Department 
is  responsible  for  policy  analysis  and  advice  on  many 
issues  facing  the  OCC;  monitoring  the  financial  health 
of  the  banking  system  to  identify  sources  of  systemic 
risk;  analyzing  the  determinants  of  bank  competitive¬ 
ness  and  risk-taking;  evaluating  the  effects  on  OCC 
operations  of  changes  in  the  regulatory  environment; 
and  drafting  Congressional  testimony  for  the  Comp¬ 
troller.  The  department  includes  four  divisions:  Eco¬ 
nomics  and  Evaluation,  which  is  responsible  for  policy 
analyses  of  major  developments  affecting  the  banking 
industry;  Financial  and  Statistical  Analysis,  which  is 
responsible  for  data  and  analysis  on  the  current  and 
future  condition  of  the  financial  services  industry;  Bank 
Research,  which  is  responsible  for  economic  research 
on  major  topics  under  discussion  by  bank  regulators; 
and  Risk  Analysis,  which  is  responsible  for  measuring 
risks  in  bank  portfolios  and  analysis  of  policies  ad¬ 
dressing  those  risks. 

Direct  Supervision  Support 

Provide  technical  experts  to  evaluate  risks  in 
bank  portfolios. 

E&PA  supported  examinations  by  providing  EICs  with 
technical  expertise  in  evaluating  banks’  risk  measure¬ 
ment  methods.  Department  economists  participated  in 
36  examinations  in  1995  covering  interest-rate  risk, 
foreign-exchange  trading,  credit-derivatives  valuation, 
and  scoring  models  for  different  credits.  In  those 
exams,  economists  evaluated  the  tools  used  by  banks 
to  measure,  monitor,  and  control  risk  taking. 

E&PA  staff  also  assisted  bank  examiners  by  evaluating 
statistical  models  used  by  banks  to  rate  the  credit  worthi¬ 
ness  of  loan  applicants  and  statistical  models  that  deter¬ 
mine  whether  banks  engage  in  illegal  discrimination. 
Department  economists  developed  a  model  to  identify 
areas  where  examiners  might  focus  their  review  for  com¬ 
pliance  with  fair  lending  regulations. 

Policy  Analysis  and  Development 

Build  and  maintain  strong  Congressional 
relations  and  identify  and  advance  OCC 
interests  in  pending  legislation. 


E&PA  drafted  10  statements  for  the  Comptroller  to 
deliver  to  Congress  in  1995.  Hearing  topics  included 
Glass-Steagall  reform,  regulatory  relief,  condition  of  the 
SAIF,  electronic  banking,  industry  consolidation,  and 
supervision  of  the  U.S.  operations  of  foreign  banks.  The 
department  also  helped  prepare  the  Comptroller’s 
remarks  to  the  White  House’s  “Conference  on  Small 
Business.” 

Conduct  analysis  of  issues  of  key  policy 
interest  and  promote  discussion  and  dissem¬ 
ination  of  findings  among  policy  makers 
inside  and  outside  the  OCC. 

Working  with  the  SEC  staff,  E&PA  undertook  a  major 
effort  to  develop  and  conduct  a  survey  of  mutual  fund 
customers  to  determine  the  effectiveness  of  dis¬ 
closures  by  banks  and  securities  firms.  Further,  the 
department  conducted  analysis  on  best  practices  for 
mutual  fund  disclosures. 

Staff  played  a  lead  role  in  drafting  the  study  of  con¬ 
sumer  and  small  business  finance  as  required  by  sec¬ 
tion  330  of  the  Community  Development  and 
Regulatory  Improvement  Act,  and  in  presenting  the 
results  to  Treasury  Department  officials. 

E&PA  participated  in  interagency  efforts  to  incorporate 
activity  risks  in  minimum  capital  standards,  and  to 
improve  the  capital  treatment  of  shares  of  pooled  as¬ 
sets.  The  department  also  supported  the  work  of  the 
Chief’s  Office  to  simplify  capital  standards  and  to 
develop  models  for  assessing  market  risk  under  the 
Basle  agreement. 

In  support  of  the  Comptroller’s  role  as  the  Treasury 
Department’s  lead  on  electronic  money  issues,  E&PA 
began  coordinating  the  Treasury-wide  analyses  of  is¬ 
sues  raised  by  electronic  money. 

Improve  the  OCC’s  supervisory  and  regula¬ 
tory  process. 

Members  of  E&PA  participated  in  the  interdepartmental 
task  force  examining  off-site  risk  assessment  of  large 
banks  and  associated  data  requirements.  In  addition, 
E&PA  reviewed  the  Central  District’s  proposed  projec¬ 
tion  model  that  would  use  internal  bank  forecasts  to 
improve  supervision. 

Department  staff  participated  on  interdepartmental 
working  groups  reviewing  OCC  supervisory  proce- 
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dures  and  developing  recommendations  for  improving 
those  procedures.  A  staff  member  served  on  the  Or¬ 
ganizational  Review  Team  (ORT),  and  assisted  in  the 
production  of  its  report.  Other  staff  served  on  ORT- 
sponsored  task  forces. 

Financial/Data  Analysis 

Build  and  maintain  data  strategy  including 
plans  for  better  dissemination  of  banking 
information. 

In  1995,  E&PA’s  efforts  focused  on  improving  data 
available  to  OCC  supervision  and  policy  staff.  The 
department  developed  the  Integrated  Banking  Infor¬ 
mation  System  project  (IBIS),  a  database  containing 
more  than  10  years  of  bank  structure,  financial  and 
supervisory  data.  In  mid-1995,  the  system  began  serv¬ 
ing  a  pilot  user  group.  In  addition,  staff  completed  much 
of  the  groundwork  for  OCC-wide  1996  implementation, 
with  bank  and  thrift  financial  data  provided  by  the  FDIC, 
bank  holding  company  structure  and  financial  data, 
state  bank  supervisory  ratings,  and  macro-  and 
regional-economic  indicators. 

In  1995,  E&PA  developed  the  Industry  Sector  Informa¬ 
tion  Service  (ISIS)  to  supplement  the  IBIS  data  system 
with  information  on  the  economic  and  financial  assess¬ 
ments  of  specific  industries.  The  system  provides  ac¬ 
cess  to  more  than  20  specific  industry  reports  —  for 
example,  an  extensive  retail  lending  analysis,  agricul¬ 
tural  lending  analysis,  and  recognized  external  sources 
of  information  on  private  sector  firms. 

Analyze  the  condition  of  the  financial  ser¬ 
vices  industry. 

E&PA  is  revising  the  format  and  focus  of  its  condition  of 
the  commercial  banking  system  report.  These  reports 
will  examine  the  significance  of  why  and  how  the  bank¬ 
ing  system  is  changing.  Topics  included  banking  in¬ 
dustry  consolidation,  and  banks’  exposure  and  risk 
from  retail  lending. 

Risk  Assessment 

Develop  tools  and  techniques  used  to  assist 
examinations. 

In  1995  E&PA  economists  conducted  examiner  train¬ 
ing  m  interest-rate  risk,  options  and  futures  mathema¬ 
tics  asset-liability  management,  mortgage  servicing 
valuation,  consumer  credit  scoring,  and  modeling 
value-at-risk  and  economic  value  of  equity.  Staff 
created  a  bulletin  board  on  hedging  to  provide  informa¬ 


tion  about  hedging  risks  that  examiners  might  see  in 
banks. 

The  department  analyzed  and  commented  on  draft 
proposals  to  reduce  the  burden  of  complying  with 
OCC’s  regulations.  These  reviews  included  regulations 
on  community  development  investment,  fiduciary  ac¬ 
tivities,  and  real  estate  lending  and  appraisals. 

Several  members  of  E&PA  contributed  to  revisions  of 
the  Comptroller’s  Handbook  on  mortgage  banking,  real 
estate  and  construction  lending,  and  trading  risk 
management.  Staff  also  helped  draft  examiner 
guidance  on  futures  commission  merchants,  emerging 
markets,  and  derivatives  trading. 

Conduct  analysis  of  supervisory  policies  de¬ 
signed  to  assure  bank  safety  and  soundness 
against  market  and  interest  rate  risk. 

E&PA  technical  experts  helped  develop  a  rule  im¬ 
plementing  FDICIA  Section  305  requirement  that  risk- 
based  capital  rules  reflect  bank  interest-rate  risk  taking. 
Department  staff  participated  in  interagency  negotia¬ 
tions,  and  assisted  in  writing  the  rule  and  an  interagen¬ 
cy  policy  statement. 

Research 

Conduct  economic  research  of  developments 
in  banking  and  other  financial  markets  that 
were  of  interest  and  under  discussion  by 
bank  regulators.  Promote  discussion  and 
dissemination  of  findings  among  policy 
makers  inside  and  outside  the  OCC. 

As  part  of  the  effort  to  preserve  and  enhance  the  OCC’s 
research  status,  E&PA  department  economists 
conducted  numerous  research  projects  in  1995.  E&PA 
economists  authored  47  papers  which  were  either 
published,  or  accepted  for  publication,  in  leading  aca¬ 
demic  and  practitioner  journals  or  conference  proceed¬ 
ings.  These  published  articles  included  three  papers 
prepared  for  the  OCC  Quarterly  Journal  and  five  E&PA 
working  papers.  Staff  also  presented  55  papers  at 
academic  conferences,  government  and  trade-related 
conferences,  and  private  symposia.  Further,  in  an  effort 
to  strengthen  ties  with  other  scholars,  E&PA  hosted  12 
short-term  visiting  scholars  and  one  long-term  visiting 
scholar  in  1995. 

Several  E&PA  staff  members  met  and  participated  in 
discussions  with  banking  supervisors  in  Japan,  Italy 
and  Spain  to  obtain  information  that  will  go  into  the 
OCC’s  Supervisory  Practices  Review. 
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Sponsor  OCC  conferences. 

In  1995,  E&PA  staged  two  conferences  for  the  OCC 
providing  a  forum  for  leading  experts  to  discuss  key 
policy  issues:  Foreign  Banks  in  the  United  States  — 
Economic,  Supervisory,  and  Regulatory  Issues;  and 
Antitrust  in  Banking. 

The  department  helped  coordinate  the  second  annual 
International  Bank  Research  Seminar  in  Ottawa, 
Canada.  Six  countries  sent  economists  and  financial 
analysts  from  their  respective  bank  supervisory  or 
deposit  insurance  agencies. 

Public  Affairs 

The  Public  Affairs  Department,  headed  by  a  deputy 
comptroller,  provides  information  to  the  public  and  the 
press  and  publications  services.  Public  information 
services  include  answering  general  inquiries  about  the 
agency’s  mission  and  handling  requests  filed  under  the 
Freedom  of  Information  and  Privacy  Acts.  Press  rela¬ 
tions  services  include  issuing  press  releases  and 
responding  to  press  inquiries  in  a  timely  fashion.  The 
department’s  publication  services  include  editing  and 
producing  ongoing  OCC  publications  such  as  the 
Quarterly  Journal,  the  Comptroller’s  Manual  for  National 
Banks,  the  Comptroller’s  Manual  for  Corporate  Ac¬ 
tivities,  and  the  Comptroller’s  Handbook  for  Com¬ 
pliance,  and  editing  and  disseminating  OCC  policy 
issuances  such  as  advisory  letters  and  banking  bul¬ 
letins. 

The  Public  Affairs  Department  serves  as  the  main  point 
of  contact  for  outsiders  other  than  banks  and  projects 
the  OCC’s  mission  and  activities  to  the  public,  par¬ 
ticularly  the  news  media.  As  liaison  between  the  Comp¬ 
troller  and  the  press,  the  department’s  press  relations 
office  organizes  press  briefings,  responds  to  requests 
from  the  press  for  interviews  with  the  Comptroller  and 
senior  management,  and  provides  explanations  of 
OCC  initiatives  and  proposals.  The  department  takes 
calls  from  the  media  throughout  the  day  and  usually 
provides  a  response  the  same  day  to  meet  daily  press 
deadlines. 

The  department  also  prepares  news  releases  on  sig¬ 
nificant  OCC  actions  including  submissions  to  the 
Federal  Register.  The  department  tracks  securities 
filings  of  publicly  held  national  banks,  maintains  a 
central  file  of  OCC  enforcement  actions,  and  monitors 
corporate  applications. 

Publications  personnel  provide  editorial  and  writing 
assistance  to  other  OCC  units  and  work  with  external 
contract  printers  to  publish  official  OCC  publications. 


New  publications  for  1 995  included  the  complete  Bank¬ 
ing  Laws  for  Examiners  and  Banking  Regulations  for 
Examiners  and  seven  booklets  of  the  Comptroller’s 
Handbook  series:  Large  Bank  Supervision,  Commer¬ 
cial  Real  Estate  and  Construction  Lending,  Manage¬ 
ment  Information  Systems,  Insider  Activities,  Emerging 
Market  Country  Products  and  Trading  Activities,  Com¬ 
munity  Bank  Consumer  Compliance,  and  a  revision  of 
the  Community  Bank  Examination  Procedures  for  Non¬ 
complex  Banks.  Ross  M.  Robertson’s  historical  ap¬ 
praisal  of  the  OCC,  The  Comptroller  and  Bank 
Supervision,  was  reprinted  in  1995,  with  a  new  chapter 
added  to  update  the  survey.  The  department  also 
produces  internal  publications  such  as  Supervisions,  a 
monthly  employee  newsletter,  and  distributes  OCC  is¬ 
suances  and  other  policy  papers  to  national  bank  ex¬ 
aminers  and  national  banks. 

Under  the  authority  delegated  by  the  Comptroller,  the 
Public  Affairs  Department  is  responsible  for  making 
initial  determinations  on  requests  for  records  of  the 
OCC  under  the  Freedom  of  Information  Act  and  the 
Privacy  Act  of  1974.  In  1995,  the  department  received 
12,681  such  requests.  Most  of  these  requests  —  9,403 
—  were  handled  by  a  newly  installed  fax-on-demand 
service.  The  remaining  3,278  requests  were  processed 
by  department  staff  members.  Requests  are  made  for 
any  and  all  documents  in  the  OCC's  files;  response  is 
required  within  10  business  days. 


Banking  Relations 


The  Banking  Relations  Division  acts  as  liaison  with 
bankers,  state  bankers,  associations,  banking  trade 
groups,  and  state  bank  supervisors. 

The  division  provides  advice  to  the  Comptroller  and 
senior  policymakers  and  is  responsible  for  identifying 
proposed  regulatory  and  industry  actions  that  relate  to 
OCC  activities.  It  formulates  specific  approaches  for 
ensuring  that  OCC’s  position  is  presented  and  that 
information  is  disseminated. 

The  division  recommends  new  policies,  concepts,  and 
procedures  to  guide  the  OCC  in  its  relationship  with  the 
banking  industry.  It  prepares  and  directs  the  prepara¬ 
tion  of  briefing  materials  for  use  in  meetings  with  OCC 
officials  and  banking  industry  groups.  It  also  assists 
with  preparation  of  testimony  or  presentations  for  the 
Comptroller  and  senior  officials. 

The  division  maintains  state-by-state  in-depth  analyses 
of  banking  legislation  and  major  issues  including  exist¬ 
ing,  proposed,  and  potential  legislation. 
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Congressional  Liaison 


The  Congressional  Liaison  Division  is  responsible  for 
the  OCC's  relations  with  members  of  Congress,  con¬ 
gressional  committees,  subcommittees,  and  staff. 

The  division  provides  analysis  and  advice  to  the  Comp¬ 
troller  and  senior  OCC  policymakers  on  congressional 
activities  that  affect  or  could  affect  the  OCC,  the  nation¬ 
al  banking  system,  or  the  financial  services 
marketplace.  It  also  offers  guidance  on  potential  con¬ 
gressional  reaction  to  OCC  actions. 


As  part  of  its  responsibilities,  the  division  maintains  regular 
contact  with  congressional  members,  committees,  sub¬ 
committees,  and  staff  to  promote  effective  communication 
and  ensure  that  OCC's  interests  are  represented. 

The  division  is  the  focal  point  of  congressional  inquiries, 
including  requests  for  testimony,  staff  studies,  or  other 
support.  It  assists  in  the  preparation  of  testimony,  com¬ 
ments,  briefings,  and  staff  studies  relating  to  congres¬ 
sional  actions,  as  well  as  responses  to  constituent 
inquiries.  The  division  provides  any  other  necessary 
liaison  and  information  services  relating  to  congres¬ 
sional  and  legislative  matters. 
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Law  Department 


The  Law  Department  continued,  in  1995,  to  actively 
participate  in  advancing  the  Comptroller’s  priority  initia¬ 
tives.  The  Comptroller’s  Regulation  Review  Program 
resulted  in  the  publication  of  final  rules  revising  10 
regulations  with  the  objectives  of  reducing  regulatory 
burden,  promoting  national  banks’  competitiveness 
and  fostering  industry  innovation.  Significant  legal 
opinions  were  issued  relating  to  main  office  interstate 
relocations,  and  legal  advice  and  guidance  were 
provided  in  connection  with  sales  of  uninsured  invest¬ 
ment  products.  Specific  reports  are  provided  below  by 
the  Law  Department’s  divisions. 


Administrative  and  Internal  Law 

The  Administrative  and  Internal  Law  Division  (AIL)  is 
responsible  for  providing  legal  advice  and  other  ser¬ 
vice  and  support  to  the  OCC  on  issues  and  matters 
relating  to  its  management  and  operations  as  a  federal 
agency.  Within  the  Law  Department,  AIL  is  responsible 
for  providing  assistance  to  the  Chief  Counsel  in  various 
aspects  of  the  department’s  internal  administration, 
including  the  recruiting  and  training  of  personnel. 

During  1995,  AIL  personnel  provided  legal  advice  on 
issues  related  to  human  resources,  procurement,  real 
estate  leasing,  and  financial  management.  The  division 
continued  to  administer  the  OCC’s  ethics  program,  in 
conjunction  with  district  legal  staffs,  and  had  primary 
responsibility  for  resolving  issues  arising  under  the 
Freedom  of  Information  Act  and  Privacy  Act  of  1974. 
AIL  also  assisted  OCC  personnel  in  matters  relating  to 
employee  conduct,  equal  employment  programs,  and 
sexual  harassment. 


Bank  Activities  and  Structure 

The  Bank  Activities  and  Structure  Division  (BASD) 
provides  legal  advice  on  corporate  structure  matters 
such  as  chartering  national  banks,  branching,  invest¬ 
ments  in  subsidiaries,  mergers  and  acquisitions,  inter¬ 
state  operations,  management  interlocks,  and  changes 
in  bank  control.  BASD  also  advises  on  issues  relating 
to  general  bank  powers,  special  purpose  banks,  lend¬ 
ing  limits,  bank  premises  and  other  real  estate  owned, 
and  failing  banks.  These  questions  arise  under  such 
laws  as  the  National  Bank  Act,  Riegle-Neal  Interstate 
Banking  and  Branching  Efficiency  Act,  Federal  Reserve 


Act,  Federal  Deposit  Insurance  Act,  Bank  Holding 
Company  Act,  Bank  Merger  Act,  Change  in  Bank  Con¬ 
trol  Act,  Depository  Institution  Management  Interlocks 
Act,  and  other  statutes  that  apply  to  national  banks. 

BASD’s  clients  include  national  banks,  the  banking  bar, 
and  the  general  public,  as  well  as  other  units  within  the 
OCC  such  as  Bank  Organization  and  Structure,  Multi¬ 
national  Banking,  the  Chief  National  Bank  Examiner’s 
Office,  International  Banking  and  Finance,  amd  Special 
Supervision.  In  developing  its  legal  positions,  BASD 
works  closely  with  other  Law  Department  units,  includ¬ 
ing  OCC  district  legal  staff. 

Selected  legal  opinions  issued  by  BASD  are  published 
in  the  “Interpretations”  section  of  the  OCC  Quarterly 
Journal,  as  well  as  the  OCC  publication  Interpretations 
and  Actions.  Significant  BASD  legal  opinions  and  ac¬ 
tivities  during  1995  are  summarized  below. 


Advisory  Matters 

Main  Office  Relocations 

Continuing  a  line  of  decisions  that  began  in  1 994,  BASD 
performed  the  legal  analysis  for  several  OCC  decisions 
approving  main  office  interstate  relocations  pursuant  to 
1 2  U.S.C.  30,  followed  by  a  merger  with  an  affiliate  bank 
and  retention  of  branches  in  both  states.  A  similar  legal 
analysis  was  also  used  to  approve  an  intrastate,  cross¬ 
county  main  office  relocation. 

Interstate  Mergers 

BASD  performed  the  legal  analysis  for  approval  of  the 
first  interstate  merger  of  national  banks  pursuant  to  the 
“opt  in”  provisions  of  the  Riegle-Neal  Interstate  Banking 
and  Branching  Efficiency  Act  of  1994. 

Interstate  Trust  Operations 

BASD  drafted  a  letter  for  the  Chief  Counsel’s  signature 
setting  forth  a  legal  framework  for  national  banks  with 
trust  powers  to  conduct  trust  operations  on  an  interstate 
basis. 

Investments  in  Subsidiaries 

BASD  was  very  active  in  this  field  during  1995.  Interest 
in  limited  liability  companies  (LLCs)  as  vehicles  for 
national  bank  operations  continued  to  grow,  and  BASD 
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drafted  a  number  of  letters  approving  national  bank 
investments  in  LLCs  formed  for  a  variety  of  purposes. 

A  significant  development  during  the  year  was  the 
OCC's  approval  for  national  banks  to  hold  a  noncon¬ 
trolling  equity  interest  in  a  subsidiary,  that  is,  an  owner¬ 
ship  interest  less  than  that  required  for  an  operating 
subsidiary.  In  1995,  BASD  performed  the  legal  analysis 
for  approval  of  national  bank  minority  investments  in 
both  corporations  and  LLCs,  as  well  as  a  state- 
chartered  trust  bank,  and  this  line  of  precedent  con¬ 
tinues  to  develop. 

Corporate  Manual 

BASD  provided  legal  advice  and  consultation 
throughout  the  year  to  the  Bank  Organization  and  Struc¬ 
ture  Division  for  its  revision  of  the  Comptroller's  Manual 
for  Corporate  Activities,  which  contains  detailed  infor¬ 
mation  and  guidance  on  OCC  licensing  procedures. 
The  division  also  provided  comments  to  BOS  on  its 
booklet  on  citizenship  waivers  for  national  bank  directors. 

Antitrust 

BASD  participated  in  an  interagency  effort  with  the 
Department  of  Justice  and  others  to  provide  merger 
applicants  with  a  method  to  screen  their  proposed 
transactions  for  possible  antitrust  concerns. 

Regulatory  Matters  and  Studies 

Regulations 

BASD  staff  played  an  active  part  in  the  OCC’s  ongoing 
review  and  revision  of  its  regulations,  particularly  12 
CFR  5,  12  CFR  7,  and  12  CFR  32. 

Studies 

BASD  provided  legal  counsel  to  a  working  group 
directed  by  Senior  Deputy  Comptroller  Konrad  Alt,  to 
identify  federal  laws  and  regulations  that  have  the  effect 
of  reducing  the  amount  of  credit  available  to  consumers 
and  small  businesses.  In  addition,  BASD  drafted  sec¬ 
tions  of  a  study  and  report  issued  by  the  Treasury 
Department  on  the  process  by  which  credit  is  made 
available  to  small  businesses.  These  efforts  were  un¬ 
dertaken  in  response  to  a  mandate  in  section  330  of  the 
Riegle  Community  Development  and  Regulatory  Im¬ 
provement  Act  of  1994 

Community  and  Consumer  Law 

The  Community  and  Consumer  Law  Division  (CCL) 
provides  legal  interpretation  and  advice  on  consumer 


protection,  fair  lending,  and  community  reinvestment 
issues.  The  division  is  also  responsible  for  providing 
legal  advice  on  issues  related  to  bank  community 
development  powers  and  activities,  including  activities 
conducted  within  the  bank,  investments  in  community 
development  corporations  and  projects,  and  participa¬ 
tion  in  community  development  financial  institutions. 

Significant  CCL  projects  in  1995  are  summarized 
below. 

Advisory  Matters 

•  Providing  legal  opinions  in  response  to  various 
public  inquiries  about  the  new  Community 
Reinvestment  Act  (CRA)  regulation. 

•  Advising  an  interagency  working  group  in  the 
development  of:  (1)  CRA  examination  proce¬ 
dures;  (2)  guidance  concerning  data  collec¬ 
tion;  (3)  guidelines  for  institutions  requesting 
approval  of  a  strategic  plan;  and  (4)  guidelines 
for  institutions  requesting  wholesale  or  limited 
purpose  institution  status.  CCL  is  coordinating 
an  interagency  working  group  that  is  develop¬ 
ing  further  guidance  about  all  aspects  of  the 
CRA  regulation. 

•  Participating  in  an  interagency  working  group 
to  develop  guidance  about  how  the  agencies 
will  review  financial  institutions’  programs  for 
compliance  with  section  8  of  the  Real  Estate 
Settlement  Procedures  Act. 

•  Participating  in  an  OCC  working  group  to  iden¬ 
tify  issues  and  provide  information  about  E- 
banking — electronic  banking— including  smart 
cards. 

•  Providing  legal  advice  to  OCC  compliance 
management  personnel  on  a  variety  of  con¬ 
sumer  compliance,  fair  lending,  and  enforce¬ 
ment  matters. 

•  Assisting  OCC  compliance  management  per¬ 
sonnel  in  providing  advice  to  field  examiners 
on  various  consumer  compliance  issues. 

•  Providing  legal  advice  and  assistance  to  OCC 
community  development  specialists  regarding 
banks’  proposed  community  development  cor¬ 
poration  (CDC)  and  project  (CD  Project)  invest¬ 
ments. 

•  Participating  in  a  working  group  to  develop 
guidelines  and  procedures  for  chartering  com- 
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munity  development  national  banks  and  for 
allowing  other  national  banks  to  invest  in  them. 

•  Speaking  to  bankers,  members  of  the  bar,  and 
within  the  OCC,  particularly  on  topics  such  as 
discrimination  in  lending  and  CRA  regulation 
reform. 

•  Participating  in  a  working  group  of  Treasury 
Department  agencies  that  reviewed  and 
provided  comments  on  a  significant  Depart¬ 
ment  of  Housing  and  Urban  Development 
rulemaking  affecting  Fannie  Mae  and  Freddie 
Mac. 

Regulatory  Matters 

•  Leading  an  interagency  working  group  to  final¬ 
ize  new  CRA  regulations.  The  OCC  and  other 
regulatory  agencies  first  published  a  notice  of 
proposed  rulemaking  in  December  1993.  After 
considering  the  many  comments  received,  the 
agencies  published  a  second  notice  of 
proposed  rulemaking  in  October  1994.  The 
joint  final  rule  was  published  May  4,  1995. 
Technical  corrections  and  a  clarification  to  the 
rule  were  published  in  December  1995. 

•  Participating  in  an  OCC  working  group  that  (1 ) 
amended  the  OCC’s  CDC  and  CD  Project  In¬ 
vestment  Regulation  ( 1 2  CFR  24)  to  remove  the 
requirement  that  banks  reinvest  profits, 
dividends,  and  other  distributions  from  com¬ 
munity  development  investments  in  activities 
that  promote  the  public  welfare;  and  (2)  pub¬ 
lished  a  proposed  rule  that  would  further 
amend  the  CDC  and  CD  Project  Investment 
Regulation  with  a  goal  of  reducing  regulatory 
burden  and  inconsistencies  while  enhancing 
the  ability  of  national  banks  to  make  public 
welfare  investments. 

•  Participating  in  an  interagency  working  group 
to  amend  the  flood  insurance  regulations.  A 
notice  of  proposed  rulemaking  was  published 
in  October  1995. 

•  Taking  part  in  OCC  regulatory  review  working 
groups  concerning  12  CFR  27,  the  OCC’s  Fair 
Housing  Home  Loan  Data  System  regulation, 
and  12  CFR  23,  the  OCC’s  Leasing  regulation. 

•  Leading  an  interagency  working  group  to 
promulgate  regulations  implementing  the  Inter¬ 
state  Banking  and  Branching  Efficiency  Act’s 


limitations  on  interstate  deposit  production  of¬ 
fices. 

Legislative  Matters 

•  Providing  guidance  to  senior  OCC  officials, 
other  law  department  units,  Congressional 
Liaison,  and  congressional  staff  concerning 
consumer  protection  provisions  in  pending 
regulatory  burden  reduction  legislation. 


Enforcement  and  Compliance 

The  Enforcement  and  Compliance  Division  (E&C),  in 
conjunction  with  the  districts,  recommends  administra¬ 
tive  actions  and  litigates  these  actions  on  behalf  of  the 
OCC  in  administrative  proceedings.  The  division  may 
also  help  defend  actions  if  they  are  challenged  in 
United  States  courts  of  appeals.  E&C  also  defends 
challenges  to  temporary  cease  and  desist  orders  and 
suspensions  that  have  been  filed  in  district  court.  The 
division  also  supports  criminal  law  enforcement  agen¬ 
cies  and  provides  advice  on  enforcement  and  com¬ 
pliance  issues  to  senior  OCC  officials. 

During  1995,  the  OCC  issued  9  commitment  letters,  10 
memoranda  of  understanding,  7  formal  agreements,  4 
cease  and  desist  orders  against  banks,  15  cease  and 
desist  orders  against  individuals,  12  removals,  and  28 
civil  money  penalties  (CMPs).  The  E&C  Division  is 
responsible  for  nondelegated  actions;  the  OCC’s  dis¬ 
tricts  handle  the  actions  delegated  to  them.  In  its  ad¬ 
ministrative  cases,  E&C  held  numerous  prehearing 
conferences  and  represented  the  OCC  in  four  ad¬ 
ministrative  hearings. 

The  following  summaries  describe  the  most  noteworthy 
decisions,  hearings,  and  consent  orders  in  which  E&C 
was  involved  during  1995. 

Court  Decisions 

On  March  13,  1995,  the  U.S.  Court  of  Appeals  for  the 
Fifth  Circuit  issued  a  decision  upholding  the  decision 
and  cease  and  desist  order  issued  by  the  Comptroller 
involving  Texas  National  Bank,  Baytown,  Texas;  Mayde 
Creek  Bank,  Katy,  Texas;  and  The  First  National  Bank 
of  Bellaire,  Bellaire,  Texas.  The  court  upheld  the  Comp¬ 
troller's  findings  that  the  banks  maintained  unsafe  and 
unsound  concentrations  of  credit,  operated  with  inade¬ 
quate  loan  documentation,  inadequate  internal  audit 
functions,  and  inadequate  levels  of  liquidity,  and  had 
violated  the  lending  limits  and  the  limits  on  corporate 
bond  purchases.  The  court  stated  that  the  Comp- 
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troller’s  findings  were  supported  by  substantial 
evidence  and  therefore  denied  the  bank’s  petition  for 
review. 

On  May  11,  1995,  the  U.S.  Court  of  Appeals  for  the 
Second  Circuit  issued  a  decision  upholding  the  orders 
of  the  Comptroller  and  the  Federal  Reserve  Board 
requiring  Augustus  I.  Cavallari,  Jr.,  former  counsel  for 
Summit  National  Bank,  Torrington,  Connecticut,  to  pay 
an  $83,000  CMP  restitution  and  prohibiting  him  from 
banking.  The  court  upheld  the  Comptroller’s  findings 
that  Cavallari  had  engaged  in  unsafe  and  unsound 
practices  by  advising  the  bank  to  restructure  two  in¬ 
sider-related  credits.  On  Cavallari’s  advice,  the  bank 
released  guarantors  who  had  a  collective  net  worth  in 
excess  of  $16  million,  and  substituted  the  guarantee  of 
a  corporation  that  was  nearly  insolvent.  The  court  also 
agreed  that  Cavallari  was  responsible  for  the  bank 
having  violated  the  terms  of  a  temporary  cease  and 
desist  order.  The  court  remanded  the  action  to  the 
Comptroller  for  further  proceedings  on  the  narrow 
question  of  the  amount  of  restitution  owed  to  the  Federal 
Deposit  Insurance  Corporation. 

Comptroller  Decisions 

On  June  8,  1995,  the  Comptroller  issued  a  final 
decision  in  a  matter  involving  the  Truth  in  Lending  Act 
(TILA)/Regulation  Z  violations  by  the  former  Con¬ 
solidated  Bank,  N.A.,  Hialeah,  Florida.  TILA  requires 
reimbursement  for  transactions  consummated  after  the 
“immediately  preceding  examination."  In  this  decision, 
the  Comptroller  rejected  the  recommended  decision  of 
the  administrative  law  judge  that  the  phrase  meant  the 
last  examination  of  any  type,  and  held  that  the  phrase 
referred  to  the  immediately  preceding  examination  at 
which  compliance  with  TILA  was  reviewed.  The  Comp¬ 
troller  then  ordered  the  bank  to  pay  reimbursement  in 
the  amount  of  $1 43,51 7.21 .  The  bank  has  appealed  this 
decision  in  the  U.S.  Court  of  Appeals  for  the  11th 
Circuit. 

On  July  21,  1995,  the  Comptroller  issued  a  final 
decision  affirming  a  recommended  decision  issued  by 
an  administrative  law  judge  (ALJ)  on  February  3,  1 995. 
The  ALJ  had  recommended  that  a  $10,000  CMP  be 
levied  against  William  C.  Sarsfield,  former  chairman  of 
the  board  of  Sequoia  National  Bank,  San  Francisco, 
California.  The  ALJ  found  that  Sarsfield  violated  the 
terms  of  a  consent  order  to  cease  and  desist  entered 
into  by  the  bank  in  March  1 992.  The  ALJ  also  found  that 
Sarsfield  failed  to  ensure  that  the  bank  maintain  an 
adequate  liquidity  level  and  reduce  its  level  of  volatile 
deposits  adequately  revise  its  loan  policy  and  its 
methodology  for  calculating  the  allowance  for  loan  and 
lease  losses,  and  reduce  the  number  of  its  credit  and 


collateral  exceptions.  In  addition  to  affirming  the  ALJ’s 
findings,  the  Comptroller  held  Sarsfield  failed  to  ensure 
that  the  bank  maintain  its  tier  1  capital  at  the  level 
required  by  the  consent  order,  and  failed  to  adequately 
revise  its  loan  portfolio  review  function.  The  decision 
has  been  appealed  to  the  9th  Circuit. 

On  September  7,  1995,  the  Comptroller  issued  a  final 
decision  affirming  a  recommended  decision  issued  by 
the  administrative  law  judge  on  April  4,  1995.  The  ALJ’s 
decision  recommended  that  William  Vasa,  a  former  vice 
president  and  loan  officer  at  the  First  National  Bank  of 
Southeast  Denver,  Denver,  Colorado,  be  prohibited 
from  banking  and  that  he  be  required  to  make  full 
restitution  to  the  bank.  The  OCC  had  alleged  that  Vasa 
originated  fictitious  loans  and  appropriated  the  loan 
proceeds.  The  ALJ  found  that  Vasa  engaged  in  unsafe 
or  unsound  practices,  breached  his  fiduciary  duty  to 
the  bank,  acted  with  a  reckless  disregard  for  the  law, 
and  was  unjustly  enriched.  The  Comptroller  ordered 
that  Vasa  pay  $61,548.52  in  restitution,  including  ac¬ 
crued  interest,  and  that  he  provide  guarantees  against 
additional  loss.  The  prohibition  matter  was  certified  to 
the  Federal  Reserve  Board  for  a  final  decision.  On 
October  10,  1995,  the  Board  of  Governors  of  the 
Federal  Reserve  System  issued  an  order  prohibiting 
Vasa  from  banking. 

Administrative  Hearings 

On  April  5,  1995,  an  administrative  hearing  was  con¬ 
cluded  relating  to  prohibition,  CMP,  and  reimbursement 
actions  against  Donald  E.  Hedrick,  former  chairman  of 
the  board  and  president  of  the  Rushville  National  Bank, 
Rushville,  Indiana,  and  prohibition  and  CMP  actions 
against  John  Snyder,  former  director  of  the  bank.  The 
hearing  had  opened  in  June  1 993,  to  take  the  testimony 
of  Mr.  Snyder.  The  OCC  alleges  that  Hedrick  and 
Snyder  violated  laws  and  regulations,  engaged  in  un¬ 
safe  or  unsound  practices,  and  breached  their  fiduciary 
duty  to  the  bank.  The  OCC  seeks  to  prohibit  Hedrick 
from  banking  and  assess  a  CMP  of  $250,000  and 
reimbursement  of  unjust  enrichment  of  $505,000.  The 
OCC  seeks  a  CMP  of  $25,000  against  Snyder,  in  addi¬ 
tion  to  prohibition. 

During  June  5-16  and  August  7-18,  1995,  an  ad¬ 
ministrative  hearing  continued  relating  to  CMP  and 
prohibition  actions  against  Edward  Towe,  former  presi¬ 
dent  and  director  of  First  National  Bank  &  Trust,  Wibaux, 
Montana,  and  Thomas  Towe,  former  director  and  chair¬ 
man  of  the  board  of  the  bank.  The  OCC  has  alleged  that 
Edward  Towe  and  Thomas  Towe  violated  a  cease  and 
desist  order  that  was  placed  upon  the  bank,  recklessly 
engaged  in  unsafe  and  unsound  practices,  and 
breached  their  fiduciary  duty  to  the  bank.  The  OCC  is 
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seeking  the  assessment  of  a  $200,000  CMP  against 
Edward  Towe  and  the  assessment  of  a  $150,000  CMP 
against  Thomas  Towe. 

On  June  19,  1995,  an  administrative  hearing  com¬ 
menced  involving  three  former  officers  and  directors  of 
American  Commerce  National  Bank  of  Anaheim, 
California:  former  chief  executive  officer  Gerald  J. 
Garner,  former  director  Joan  Garner,  and  former  officer 
Daniel  Garner.  The  33-article  amended  notice  of  char¬ 
ges  includes  claims  that  they  ( 1 )  made  false  statements 
to  national  bank  examiners;  (2)  concealed  ownership 
interests  in  entities  that  received  extensions  of  credit 
from  the  bank  and  extended  credit  to  related  entities 
without  adequate  financial  information  and  controls;  (3) 
caused  the  bank  to  pay  Gerald  Garner’s  personal  legal 
expenses;  (4)  concealed  Daniel  Garner’s  status  at  the 
bank;  (5)  caused  the  bank  to  file  a  frivolous  lawsuit;  (6) 
violated  the  bank’s  formal  agreement  with  the  OCC;  and 
(7)  caused  the  bank  to  pay  excessive  compensation  to 
Gerald  Garner  and  other  directors.  The  OCC  is  seeking 
prohibitions  and  CMPs  totalling  $2.5  million  from  these 
individuals. 

On  November  6,  1995,  an  administrative  hearing  was 
begun  relating  to  prohibition  and  CMP  actions  against 
Robert  L.  Jackson,  Jr.  and  James  J.  Levitt,  former 
directors  of  the  First  National  Bank  of  Shawnee  Mission, 
Fairway,  Kansas.  The  OCC  alleges  that  Jackson  and 
Levitt  violated  laws  and  regulations  governing  loans  to 
insiders  and  bank  affiliates,  violated  a  formal  agree¬ 
ment  between  the  bank  and  the  OCC,  engaged  in 
unsafe  or  unsound  practices,  and  breached  their 
fiduciary  duty  to  the  bank.  The  OCC  is  seeking  a 
prohibition  and  CMP  of  $200,000  from  Jackson,  and  a 
CMP  of  $100,000  and  prohibition  from  Levitt. 

Consent  Orders 

In  June  1995,  a  real  estate  appraiser  consented  to  the 
issuance  of  an  order  of  prohibition  in  settlement  of 
charges  that  he  participated  in  alleged  violations  of 
laws  and  regulations  and  unsafe  and  unsound  prac¬ 
tices  in  the  preparation  of  real  estate  appraisals  for 
several  banks.  The  order  was  issued  jointly  by  the 
Office  of  the  Comptroller  of  the  Currency,  the  Federal 
Deposit  Insurance  Corporation,  and  the  Federal 
Reserve  Board. 

In  July  1 995,  the  president  and  directors  of  a  national  bank 
consented  to  pay  CMPs  for  allegedly  having  violated  12 
U.S.C.  24(Seventh)  and  engaged  in  an  unsafe  and  un¬ 
sound  banking  practice  through  the  purchase  and  hold¬ 
ing  of  a  split  dollar  life  insurance  policy  on  the  bank’s 
president.  Despite  repeated  OCC  warnings  and  con¬ 
cerns,  the  bank  continued  to  hold  the  policy  for  more  than 


five  years.  The  OCC  also  alleged  that  the  policy  con¬ 
stituted  57  percent  of  the  bank’s  capital  and  therefore 
was  an  unsafe  concentration  risk  to  the  bank. 

In  July  1 995,  a  former  chairman  of  the  board,  president 
and  controlling  shareholder  of  a  national  bank  con¬ 
sented  to  be  removed  from  banking  and  to  pay  a 
$40,000  CMP.  His  daughter,  assistant  cashier  of  the 
same  bank,  consented  to  a  four-year  personal  cease 
and  desist  order  limiting  her  participation  in  banking, 
and  to  a  $10,000  CMP.  Father  and  daughter  allegedly 
breached  their  fiduciary  duty  to  the  bank  in  connection 
with  several  real  estate  transactions  involving  nominee 
borrowers,  and  the  purchase  of  loans  and  real  estate 
from  another  financial  institution. 

In  July  and  November  1995,  a  former  chairman  of  the 
board,  a  former  president  and  a  former  director  of  a 
national  bank  each  consented  to  pay  CMPs  ranging 
from  $12,500  to  $40,000.  The  former  chairman  of  the 
board  also  consented  to  a  prohibition.  These  in¬ 
dividuals  allegedly  violated  a  formal  agreement,  and 
the  laws  governing  transactions  with  insiders  and  af¬ 
filiates  and  engaged  in  unsafe  and  unsound  real  estate 
lending  that  included  nominee  loan  schemes  benefit- 
ting  the  chairman  and  two  other  directors. 

In  November  1995,  the  OCC  negotiated  settlements 
ranging  from  $9,000  to  $40,500,  in  a  civil  money  penalty 
and  restitution  action,  against  five  outside  directors  of 
a  bank.  The  directors  allegedly  violated  12  U.S.C.  84 
by  approving  loans  to  two  closely  related  builders,  each 
just  under  the  bank’s  lending  limit.  The  two  builders  had 
been  constituted  as  one  firm  until  shortly  before  the  loan 
was  approved,  and  were  using  the  proceeds  to  con¬ 
struct  one  housing  development,  necessitating  ag¬ 
gregation  of  the  loans.  When  aggregated,  the  loans 
were  nearly  twice  the  bank’s  legal  lending  limit. 

On  December  19,  1995,  a  federal  branch  consented  to 
a  cease  and  desist  order  requiring  it  to  maintain  certain 
asset  maintenance  and  liquidity  ratios  and  restricting 
its  transactions  with  affiliates.  The  order  was  imposed 
following  central  bank  intervention  into  the  operations 
of  the  branch’s  foreign  parent. 

Bank  Fraud  Working  Group 

Among  its  other  activities  in  1995,  E&C  worked  closely 
with  the  Interagency  Bank  Fraud  Working  Group 
(BFWG),  which  operates  under  the  auspices  of  the 
Department  of  Justice  (DOJ).  The  BFWG  continues  to 
improve  coordination  and  cooperation  between  the 
federal  financial  institutions  regulatory  agencies  and 
the  DOJ.  Some  of  the  division’s  contributions  to  the 
BFWG  are  as  follows: 
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•  Attending  and  participating  in  all  regular  meet¬ 
ings  of  the  BFWG  as  well  as  special  programs 
to  facilitate  better  cooperation  between 
prosecutors  and  bank  regulators. 

•  Supportnng  and  teaching  at  the  FFIEC  Testify¬ 
ing  and  White  Collar  Crime  Schools  and, 
together  with  the  FBI,  jointly  sponsoring 
quarterly  training  sessions  for  examiners  and 
investigators. 

•  Finalizing  the  new  interagency  suspicious  ac¬ 
tivity  reporting  process  and  databank  to 
reduce  industry  burdens  while  ensuring  that 
law  enforcement  agencies  are  alerted  to 
suspected  crimes  in  a  timely  fashion. 

•  Updating  and  distributing  copies  of  the  BFWG 
directory. 

•  Actively  participating  in  numerous  local 
BFWGs  throughout  the  country. 

•  Exchanging  information  on  various  bank 
frauds  and  other  activities  that  may  pose  a 
threat  to  the  system  and  issuing  interagency 
alerts  where  appropriate. 

•  Chairing  a  check  fraud  subgroup  of  the  larger 
group. 

•  Improving  interagency  efforts  to  conduct  back¬ 
ground  checks  on  individuals  seeking  to  enter 
the  banking  industry. 

E&C’s  offshore  shell  bank  and  external  fraud  unit  con¬ 
tinues  to  provide  information  and  expert  testimony  to 
local,  national,  and  international  law  enforcement 
authorities.  The  division  also  continued  to  alert  the 
banking  industry  to  fraudulent  or  questionable  offshore 
shell  bank  and  other  fraudulent  practices. 

Counselor  for  International 
Activities 

The  Counselor  for  International  Activities  (IA)  serves  as 
the  Law  Department’s  focal  point  for,  and  provides  legal 
advice  on,  a  wide  range  of  international  banking  issues. 
In  1995,  the  Counselor’s  office  worked  on  the  revision 
of  the  OCC’s  international  banking  regulations,  includ¬ 
ing  the  implementation  of  the  foreign  bank  provisions 
of  the  Riegle-Neal  Interstate  Banking  Act  of  1994.  A 
notice  of  proposed  rulemaking  to  this  effect  was  pub¬ 
lished  on  July  5,  1995  (part  28).  The  Counselor's  office 


also  coordinated  the  Law  Department’s  efforts  and 
provided  legal  advice  on  corporate,  supervisory,  and 
regulatory  matters,  the  most  significant  of  which  were: 

•  Interstate  relocation  of  a  federal  branch. 

•  Legal  issues  relating  to  liquidation  or  receiver¬ 
ship  of  federal  branches  and  agencies. 

•  Agenda  items  of  the  Basle  Committee  of  Bank 
Supervision,  such  as  netting  and  market  risk 
and  financial  conglomerates. 

•  Working  with  foreign  bank  supervisors  to 
eliminate  capital-based  restrictions  on  U.S. 
banks’  operations  in  foreign  countries. 

The  Counselor’s  office  worked  closely  with  the  other 
federal  banking  agencies  on  regulatory  and  super¬ 
visory  matters  regarding  international  banking,  and 
provided  advice  to  the  Treasury  Department  and  other 
federal  agencies  regarding  international  banking  and 
trade.  In  July  1995,  the  Counselor  also  participated  in 
sponsoring  the  OCC’s  Foreign  Bankers’  Seminar. 

Legislative  and  Regulatory 
Activities 

The  Legislative  and  Regulatory  Activities  Division 
(LRAD)  is  responsible  for  providing  legal  advice  on 
legislative  and  regulatory  issues.  The  division  analyzes 
and  drafts  banking  legislation  and  regulations,  and 
provides  advice  on  legal  issues.  The  division  coor¬ 
dinates  interagency  initiatives  involving  banking  legis¬ 
lation  and  regulation. 

In  1995,  LRAD  coordinated  analysis  of  all  proposed 
banking  legislation  introduced  during  the  first  session 
of  the  1 04th  Congress  relating  to  the  OCC’s  supervision 
of  national  banks  and  the  OCC’s  internal  operations. 
LRAD  also  helped  prepare  OCC  testimony  before  Con¬ 
gress,  helped  formulate  OCC  positions  on  pending 
legislation,  responded  to  congressional  inquiries,  and 
drafted  OCC  legislative  initiatives. 

LRAD  analyzed,  monitored,  and  provided  comments  to 
Congress  on  proposed  legislation  dealing  with: 

•  Glass-Steagall  reform. 

•  Regulatory  burden  reduction. 

•  Regulatory  consolidation. 

•  Unfunded  mandates. 

•  Community  Reinvestment  Act. 
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•  Bank  insurance  powers. 

•  Thrift  and  bank  charter  consolidation. 

•  National  bank  receiverships. 

•  Paperwork  reduction. 

•  Recapitalization  of  the  Savings  Association  In¬ 
surance  Fund  (SAIF)  and  merger  of  the  Bank 
Insurance  Fund  (BIF)  and  SAIF. 

•  Regulatory  reform. 

•  Private  securities  litigation  reform. 

•  Lobbying  disclosure. 

In  general,  LRAD’s  regulatory  responsibilities  include 
drafting,  reviewing,  coordinating,  and  assisting  in  the 
development  of  OCC  rules  and  notices.  In  1995, 
LRAD’s  regulatory  resources  were  primarily  devoted  to 
managing  and  participating  in  the  Comptroller’s 
Regulation  Review  Program.  The  objectives  of  the  pro¬ 
gram  include  reviewing  and  revising  each  one  of  the 
OCC’s  regulations  in  order  to  eliminate  unnecessary 
regulatory  burden,  promote  national  banks’  competi¬ 
tiveness  and  allow  industry  innovation,  and  make  the 
OCC’s  rules  simpler  and  easier  to  understand. 

In  1995,  the  OCC  published  final  rules  revising  10 
regulations  according  to  the  program’s  principles. 
LRAD  was  responsible  for  managing  these  rulemak¬ 
ings  and,  in  some  cases,  worked  with  other  divisions  in 
the  Law  Department  to  prepare  rules  for  issuance  in 
final  form.  These  final  rules  included  a  thorough  over¬ 
haul  of  the  OCC’s  Community  Reinvestment  Act  regula¬ 
tions  (part  25),  a  project  in  which  all  of  the  federal 
financial  regulatory  agencies  participated,  and  burden- 
reducing  revisions  to  the  lending  limits  regulation  (part 
32). 

By  year-end  1995,  the  OCC  had  also  issued  proposals 
to  revise  all  of  the  remaining  regulations  reviewed  under 
the  program.  In  most  cases,  LRAD  drafted  as  well  as 
managed  the  proposed  rulemakings.  Among  the  most 
noteworthy  of  these  proposals  were: 

•  Investment  securities  (part  1). 

•  Interpretive  rulings  (part  7). 

•  Fiduciary  activities  and  collective  investment 
funds  (part  9). 

•  Safety  and  soundness  standards  (part  30). 

•  Community  development  corporation  and 
project  investments  (part  24). 

In  late  1994,  the  OCC  published  a  proposal  to  revise  its 
regulation  governing  the  rules,  policies,  and  proce¬ 
dures  for  corporate  activities  (part  5). 

LRAD  provides  drafting  assistance  and  legal  counsel 
with  respect  to  the  OCC’s  capital  regulations,  most  of 
which  are  issued  jointly  by  the  OCC,  the  Board  of 
Governors  of  the  Federal  Reserve  System,  and  the 


Federal  Deposit  Insurance  Corporation.  The  OCC  (and 
the  other  agencies)  issued  several  final  capital  rules  in 
1995,  including  final  rules  on  interest  rate  risk,  low-level 
recourse,  and  derivative  transactions.  In  addition,  the 
agencies  issued  interim  rules  on  the  appropriate  capital 
treatment  of  originated  mortgage  servicing  rights  and 
on  recourse  transactions  involving  transfers  of  small 
business  loans.  The  agencies  also  issued  a  proposal 
to  revise  the  risk-based  capital  regulations  to  incor¬ 
porate  a  capital  component  for  market  risk. 

With  respect  to  regulatory  matters,  LRAD  also  serves 
as  liaison  with  the  Department  of  the  Treasury,  with  the 
Office  of  Management  and  Budget,  and  with  the 
Federal  Register.  LRAD  staff  provide  advice  on  a 
variety  of  technical  requirements  applicable  to  the 
OCC’s  rulemakings,  including  those  imposed  by  the 
Administrative  Procedure  Act,  the  Paperwork  Reduc¬ 
tion  Act  of  1995,  the  Unfunded  Mandates  Act  of  1995, 
the  Regulatory  Flexibility  Act,  and  various  executive 
orders. 


Litigation 

The  chief  task  of  the  Litigation  Division  is  to  represent 
the  OCC  in  court.  It  does  so  directly  by  exercising 
independent  litigating  authority  (which  Congress  con¬ 
ferred  upon  OCC  in  1994)  in  actions  involving  the 
national  banking  laws.  It  also  represents  OCC  in  an 
indirect  capacity,  supporting  the  United  States  Depart¬ 
ment  of  Justice’s  defense  of  the  United  States  or  OCC 
employees,  in  OCC-related  federal  tort  claims  actions 
or  Bivens  “constitutional  tort”  actions.  In  all  cases  of 
mutual  interest,  of  course,  the  division  continues  to  work 
with  the  Justice  Department  and  the  offices  of  the 
United  States  attorneys. 

The  division  won  or  helped  the  Justice  Department  to 
win  almost  every  court  case  involving  OCC  that  was 
decided  in  1 995.  In  the  most  significant  cases,  the  OCC 
successfully  resisted  challenges  to  national  bank 
powers  to  sell  annuities  and  insurance  and  to  levy 
certain  kinds  of  credit  card  fees. 

(J.  S.  Supreme  Court  Consideration 
of  Bank  Powers 

Last  year,  the  United  States  Supreme  Court  considered 
three  important  cases  involving  the  Comptroller’s  inter¬ 
pretation  of  national  bank  powers. 

In  1994,  the  Solicitor  General  briefed  and  argued  Lud¬ 
wig  v.  Variable  Annuity  Life  Ins.  Co.  [VALIC]  on  OCC’s 
behalf  and,  on  January  18,  1995,  the  Supreme  Court 
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handed  OCC  a  great  victory.  It  “expressly  h[e]ld  that 
the  business  of  banking’  is  not  limited  to  the 
enumerated  powers  in  [12  U.S.C.]  Section  24  Seventh 
and  that  the  Comptroller  therefore  had  discretion  to 
authorize  activities  beyond  those  specifically 
enumerated."  Further,  the  Court  endorsed  the  Comp¬ 
troller's  treatment  of  annuities — not  as  insurance,  as  the 
Fifth  Circuit  erroneously  held  they  should  be  treated — 
but  as  financial  instruments  suitable  for  brokerage  by  a 
national  bank  subsidiary. 

Also  in  1995,  the  Supreme  Court  granted  certiorari  to 
the  Eleventh  Circuit  Court  of  Appeals  to  resolve  the 
conflict  between  its  decision  in  Barnett  Bank  v.  Gal¬ 
lagher  and  the  Sixth  Circuit’s  decision  in  Owensboro 
National  Bank  v.  Stephens,  on  an  important  question  of 
federal  preemption.  The  Litigation  Division  worked 
closely  with  the  Office  of  the  Solicitor  General,  which 
briefed  and  argued  the  case  for  OCC  as  amicus  curaie, 
urging  the  Court  to  adopt  the  Sixth  Circuit’s  (and  the 
Comptroller’s)  view  that  12  U.S.C.  92,  which  permits 
national  banks  located  in  small  town  to  broker  in¬ 
surance,  preempts  conflicting  state  anti-affiliation  laws. 
The  case  will  be  decided  in  1996. 

Finally,  for  the  past  two  years,  the  Litigation  Division 
participated  as  amicus  curiae  in  a  string  of  class  action 
cases  that  eventually  reached  four  state  supreme 
courts  and  the  U.S.  Court  of  Appeals  for  the  Third 
Circuit.  In  each,  OCC  pressed  the  Comptroller’s  view 
that  the  term  “interest”  in  1 2  U.S.C. 85  includes  late  fees 
and  other  credit  card  charges.  Thus,  if  the  charges  are 
authorized  by  the  state  in  which  a  national  bank  is 
“located,”  they  may  be  levied  by  that  bank  regardless 
of  the  location  of  the  borrower.  The  matter  has  great 
economic  significance;  unless  the  Comptroller’s  view  is 
correct,  several  major  national  banks  that  issue  credit 
cards  may  not  collect  from  their  interstate  customers 
the  charges  allowed  by  their  home  states.  Most  of  the 
presiding  courts  endorsed  the  Comptroller’s  position, 
but  the  supreme  court  of  New  Jersey  did  not.  In  order 
to  resolve  the  resulting  conflict,  the  Supreme  Court 
granted  certiorari  on  the  issue,  and  scheduled  Smiley 
v.  Citibank  (South  Dakota)  for  speedy  briefing  and 
argument;  OCC  expects  a  decision  in  1996. 

Miscellaneous  Matters  in  Lower 
Courts 

In  FNB&T  Wibaux  v.  OCC,  the  Ninth  Circuit  affirmed  a 
district  court's  decision  upholding  the  Comptroller’s 
1992  declaration  of  conservatorship  of  a  national  bank 
in  Montana.  The  appellate  court  held  that  the  ad¬ 
ministrative  record  overwhelmingly  demonstrated  the 
reasonableness  of  OCC’s  conclusion  that  bank  officials 
were  engaging  in  unsafe,  unsound  and  illegal  prac¬ 


tices.  The  court  further  declared  that  constitutional  due 
process  was  not  denied  plaintiffs  by  OCC’s  imposition 
of  the  conservatorship  without  prior  notice  or  hearing. 
Appellant  has  filed  a  petition  for  certiorari  with  the  U.S. 
Supreme  Court. 

In  James  Madison  Limited  v.  Ludwig,  et  a!.,  division 
counsel  briefed  and  argued  in  defense  against  an 
Administrative  Procedure  Act  appeal  to  the  United 
States  Court  of  Appeals  for  the  District  of  Columbia 
Circuit.  The  district  court  had  granted  defendants  sum¬ 
mary  judgment  on  the  merits  of  a  challenge  to  the 
Comptroller’s  1991  closure  of  plaintiff  holding  com¬ 
pany’s  two  national  banks. 

In  NBD  Bank  v.  Bennett,  the  Seventh  Circuit  became 
the  second  federal  circuit  court  to  endorse  the  Comp¬ 
troller’s  view  that  1 2  U.S.C.  92  imposes  no  geographical 
limit  on  the  location  of  customers  to  whom  national 
banks  located  in  places  of  5,000  or  fewer  inhabitants 
may  sell  insurance.  No  circuit  court  has  ruled  to  the 
contrary. 

In  cases  captioned  Hoosier  Bancorp  or  Hedrick,  OCC 
continued  to  fend  off  a  remarkably  long  string  of  Ad¬ 
ministrative  Procedure  Act,  common  law  tort  and  con¬ 
stitutional  tort  challenges  filed  in  various  federal  trial 
and  appellate  courts  by  former  officials  of  Rushville 
National  Bank,  which  the  Comptroller  closed  in  1992. 

Matthew  Lee,  et  al.  1/  FDIC,  OCC  is  a  district  court 
action  challenging  regulatory  approvals  given  to  the 
merger  of  Chase  Manhattan  Corporation  and  U.S.  Trust 
Corporation,  and  to  the  acquisition  by  GreenPoint  Bank 
of  60  branches  of  Home  Savings  of  America,  F.S.B. 
Plaintiff  alleges  that  the  approvals  violate  the  Com¬ 
munity  Reinvestment  Act.  Defendants  have  moved  to 
dismiss  the  action  for  lack  of  jurisdiction. 

In  Fairfield  v.  Houston  Business  Journal,  OCC  success¬ 
fully  resisted  a  motion  to  compel  production  of  con¬ 
fidential  examination  reports  and  other  materials  to  a 
news  journal  that  wanted  to  use  the  documents  in 
defense  against  a  libel  suit  pending  in  Texas  state 
court.  The  federal  district  court  in  the  District  of  Colum¬ 
bia  held  that,  since  the  Fifth  Circuit  had  already  affirmed 
dismissal  of  the  journal’s  Administrative  Procedure  Act 
challenge  regarding  the  documents,  the  journal  was 
barred  from  relitigating  the  issue.  The  journal  has  ap¬ 
pealed  to  the  U.S.  Circuit  Court  of  Appeals  for  the 
District  of  Columbia. 

Throughout  the  year,  OCC  was  compelled  to  respond 
to  district  court  subpoenas  for  burdensome  document 
and  witness  discovery  demands  in  Branch  v.  FDIC,  in 
which  the  Trustee  in  Bankruptcy  of  the  Bank  of  New 
England  Corporation  accuses  the  FDIC  of  conspiring 
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with  the  OCC  and  the  Federal  Reserve  Board  to  wrong¬ 
fully  convey  holding  company  assets  to  the  Bank  of 
New  England,  before  the  bank  was  declared  insolvent. 
Corporate  organization  matters  related  to  relocation  of 
headquarters  and  retention  of  branches  triggered  dis¬ 
trict  court  litigation  against  OCC  in  Georgia  and  Texas. 
At  year-end  1995,  the  cases  were  still  pending. 

Other  Activities 

In  addition  to  its  courtroom  duties,  the  Litigation 
Division  drafts  administrative  decisions  for  the  Comp¬ 
troller  and  represents  OCC  before  the  Equal  Employ¬ 
ment  Opportunity  Commission,  the  Merit  Systems 
Protection  Board,  and  the  General  Services  Administra¬ 
tion  Board  of  Contract  Appeals.  The  division  also 
responded  to  numerous  requests  by  outside  litigants, 
pursuant  to  12  CFR  4,  for  access  to  OCC  documents 
and  examiner  testimony. 

Securities  and  Corporate 
Practices 

The  Securities  and  Corporate  Practices  Division  (SCP) 
provides  legal  counsel  to  the  OCC  and  advises  the 
public  on  federal  securities  and  banking  laws  related 
to  bank  securities  activities;  bank  sales  of  mutual  funds, 
annuities,  and  insurance;  bank  derivative  activities; 
bank  fiduciary  matters;  bank  corporate  practices;  and 
bank  investments. 

SCP  administers  and  enforces  the  federal  securities 
laws  affecting  national  banks  with  publicly  traded 
securities,  including  the  Securities  Exchange  Act  of 
1 934  (Exchange  Act),  and  the  OCC’s  related  disclosure 
regulations  at  1 2  CFR  1 1 .  The  division  also  enforces  the 
OCC’s  securities  offering  disclosure  rules  (12  CFR  16), 
which  govern  national  banks’  public  and  private  offers 
and  sales  of  their  securities,  as  well  as  national  bank 
activities  conducted  under  the  Investment  Company 
Act  of  1940,  the  Investment  Advisers  Act  of  1940,  and 
the  Trust  Indenture  Act  of  1939. 

SCP  is  responsible  for  the  OCC’s  enforcement  program 
to  assure  national  bank  compliance  with  federal 
securities  laws  applicable  to  bank  municipal  and 
government  securities  dealers,  bank  transfer  agents, 
and  other  bank  securities  activities.  The  division  is  the 
OCC’s  liaison  to  federal  and  state  securities  regulatory 
agencies,  including  the  Securities  and  Exchange  Com¬ 
mission  (SEC). 

During  1995,  SCP  conducted  investigations  and 
brought  enforcement  actions  against  national  banks 
and  affiliated  persons  for  violations  of  federal  securities 


and  banking  laws.  These  enforcement  initiatives  in¬ 
cluded  taking  three  actions,  contemporaneous  with  a 
series  of  actions  brought  by  the  National  Association  of 
Securities  Dealers,  against  three  former  employees 
and  principals  of  Worthen  Investments  Inc.,  an  operat¬ 
ing  subsidiary  of  the  former  Worthen  National  Bank  of 
Arkansas.  The  actions  were  taken  for  misrepresenting 
information  to  potential  investors  regarding  certain 
mutual  funds  and  failing  to  assure  the  accuracy  of 
information  provided  to  potential  investors.  To  settle  the 
actions,  the  three  individuals  agreed  to  cease  and 
desist  actions  limiting  their  involvement  in  securities 
related  activities,  at  depository  institutions,  for  periods 
ranging  from  30  days  to  five  years. 

As  part  of  the  OCC’s  effort  to  eliminate  unnecessary 
regulation  and  make  remaining  regulations  more  user- 
friendly  without  diminishing  their  effectiveness,  SCP 
staff  have  participated  in  a  number  of  regulatory 
projects  including  revision  of  the  following  OCC  rules: 
disclosure  rules  for  offers  and  sales  of  national  bank 
securities  at  12  CFR  16,  recordkeeping  and  confir- 
maiton  requirements  for  securities  transactions  at  12 
CFR  12,  rules  governing  fiduciary  powers  and  collec¬ 
tive  investment  funds  at  1 2  CFR  9,  investment  securities 
regulations  at  12  CFR  1,  rules  concerning  corporate  ac¬ 
tivities  at  12  CFR  5,  and  interpretive  rulings  at  12  CFR  7. 

SCP  assisted  the  OCC  in  preparing  joint  agreements 
with  the  National  Association  of  Securities  Dealers 
(NASD)  and  the  Securities  and  Exchange  Commission 
(SEC)  to  coordinate  certain  examination  efforts  con¬ 
cerning  mutual  funds.  In  January,  the  OCC  joined  the 
other  federal  banking  agencies  in  an  agreement  with 
the  NASD  to  coordinate  compliance  examinations  of 
registered  broker  dealers  affiliated  with  banks  that  sell 
mutual  funds  and  other  nondeposit  investment 
products  on  the  premises  of  depository  institutions.  In 
June,  the  OCC  and  the  SEC  announced  an  agreement 
to  conduct  joint  examinations  of  mutual  funds  advised 
by  national  banks  or  their  subsidiaries  and  of  national 
bank  subsidiaries  providing  advisory  and  other  invest¬ 
ment  services  to  mutual  funds. 

In  September,  the  OCC  joined  the  other  federal  banking 
agencies  in  clarifying  the  Interagency  Statement  on 
Retail  Sales  of  Nondeposit  Investment  Products.  SCP 
assisted  in  developing  these  clarifications,  which  ex¬ 
plain  the  circumstances  in  which  transactions  are  con¬ 
sidered  “retail"  and  the  disclosures  that  must  be  made 
in  various  types  of  advertisements.  Also  in  the  mutual 
fund  area,  SCP  issued  a  letter  stating  no  objection  to  a 
arrangement  under  which  a  national  bank  would  pro¬ 
vide  loans  to  the  distributor  of  the  bank’s  mutual  funds 
to  finance  the  payment  of  brokerage  commissions  to  a 
brokerage  affiliate  of  the  bank.  SCP  also  assisted  in 
preparing  an  opinion  letter  permitting  national  banks  to 
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lease  space  to,  and  share  employees  with,  companies 
conducting  securities,  insurance,  and  annuities  pro¬ 
grams. 

In  addition,  SCP  participated  in  OCC  efforts  to  develop 
OCC  guidance  on  derivatives  activities.  SCP  assisted 
in  developing  two  opinion  letters  determining  that  na¬ 
tional  banks  could  take  and  make  physical  delivery  of 
certain  commodities  in  connection  with  commodity- 
linked  financial  transactions. 

In  the  securities  disclosure  area,  SCP  issued  an  opinion 
letter  clarifying  the  OCC’s  position  on  certain  issues 
relating  to  the  OCC’s  revised  disclosure  rules,  12  CFR 
16,  as  they  applied  to  issuance  of  bank  notes.  In 
addition,  SCP  issued  an  opinion  letter  finding  that  a 
national  bank  whose  shares  are  not  registered,  and  is 
the  subsidiary  of  a  holding  company  whose  shares  are 
not  registered,  under  the  Exchange  Act  may  rely  on  the 
abbreviated  disclosure  procedures  contained  in  12 
CFR  16.6  if  it  makes  appropriate  disclosures  concern¬ 
ing  the  financial  condition  of  the  bank  and  its  ultimate 
corporate  parent. 

In  1995,  SCP  was  also  active  in  the  area  of  fiduciary 
activities  and  management  of  collective  investment 
funds  (CIFs).  In  two  opinion  letters,  SCP  stated  that  a 
CIF  may  invest  in  a  mutual  fund  so  long  as  its  pro  rata 
share  of  any  security  held  by  the  mutual  fund,  and  not 
its  interest  in  the  mutual  fund  itself,  did  not  exceed  the 
10  percent  diversification  limit  contained  in  12  CFR 
9. 1 8(b)(9)(ii).  SCP  issued  an  opinion  letter  stating  that 
a  national  bank  may  pledge  surety  bonds  to  secure 
trust  funds  deposited  in  the  commercial  side  of  the 
bank,  if  consistent  with  the  trust  agreement  and  local 
law.  SCP  assisted  in  preparing  an  opinion  letter  finding 
that  national  bank  CIFs  may  value  guaranteed  invest¬ 
ment  contracts  at  contract  value,  without  calculating 
fair  value,  so  long  as  the  CIF  consisted  solely  of  defined 
contribution  plan  and  met  specified  criteria. 

In  the  investment  securities  area,  SCP  issued  an 
opinion  letter  finding  that  national  banks  may  acquire 
Farmer  Mac  subordinated  securities  as  loan  participa¬ 


tions  without  selling  their  own  loans  into  Farmer  Mac 
pools.  SCP  also  issued  an  opinion  letter  finding  that  a 
security  does  not  become  ineligible  for  investment  as 
a  Type  I  security  solely  on  the  basis  of  a  clause  making 
payment  contingent  on  appropriation  by  a  legislative 
body,  if  the  bank  determines  that  it  is  reasonably  prob¬ 
able  that  the  obligor  will  obtain  all  necessary  appropria¬ 
tions. 

As  in  past  years,  the  division  reviewed  offering  cir¬ 
culars,  abbreviated  information  statements,  notices  of 
nonpublic  offerings,  annual  and  special  meeting  proxy 
materials,  periodic  reports,  and  other  reports  filed  with 
the  OCC  under  the  Comptroller’s  securities  disclosure 
rules  and  merger  application  procedures.  SCP  also 
continued  to  contribute  to  the  SEC’s  enforcement  and 
disclosure  review  responsibilities  by,  for  example,  ar¬ 
ranging  for  the  SEC  to  review  bank  examination  reports 
and  workpapers,  and  consult  with  examiners,  in  SEC 
enforcement  cases.  SCP  also  provides  the  SEC  with 
information  on  national  bank  subsidiaries  of  bank  hold¬ 
ing  companies  filing  securities  disclosures  with  the 
SEC.  In  1995,  the  division  also  referred  potential  viola¬ 
tions  of  securities  laws  under  the  SEC’s  jurisdiction  to 
the  SEC  and  subsequently  assisted  in  the  SEC  inves¬ 
tigations. 

District  Counsels 


The  District  Counsel  legal  staffs,  located  in  each  of  the 
OCC’s  six  district  offices,  continued  in  1995  to  provide 
legal  advice  and  counsel  to  district  management,  ex¬ 
amining  personnel,  national  banks  and  bank  counsel. 
District  attorneys  work  with  bank  supervisory  personnel 
on  enforcement  matters  and  are  active  participants  in 
local  bank  fraud  working  groups.  They  also  conduct 
criminal  investigations,  sometimes  participating  with 
other  federal  regulators  and  law  enforcement  agencies. 
District  legal  staffs  provide  opinions  in  connection  with 
licensing  issues  and  coordinate  with  Washington 
division  directors  on  a  variety  of  issues. 
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Administration 


Administrative  Services 


During  1995,  the  Administrative  Services  Division  in¬ 
creased  efficiency  and  customer  service  through  ex¬ 
tensive  business  process  improvement  in  managing 
space  and  in  procurement  and  supply.  Streamlined 
processes  for  both  were  implemented,  resulting  in 
faster  delivery  to  customers  and  greater  customer 
satisfaction.  Procurement  savings  through  negotiation 
and  competition  topped  $5.6  million,  while  the  Small 
Business  Program  achieved  the  Comptroller’s  goals  for 
promoting  small  business  procurement  awards.  OCC 
procurement  led  the  Treasury  Department  in  its 
procurement  customer  service  initiatives. 

Real  Estate  &  Design  Services  initiated  an  analysis  of 
the  Duty  Station  leasing  and  design  process  with  sig¬ 
nificant  input  from  a  broad  array  of  parties  directly 
involved  or  affected.  This  unit  also  completed  design, 
construction,  and  occupancy  of  additional  space  at 
headquarters. 

Like  most  federal  agencies,  the  OCC  reassessed  and 
began  improving  its  security  in  1995. 

This  year  the  Administrative  Services  Division  launched 
a  headquarters-wide  Partnership-in-Education  with  a 
nearby  elementary  school.  More  than  60  volunteers 
from  the  Washington  office  use  their  lunch  hours  to  tutor 
children  and  provide  other  services  to  the  school.  The 
program,  formally  endorsed  by  the  Comptroller  and  the 
principal  of  the  elementary  school,  is  a  sign  of  the 
agency’s  committment  to  the  community.  OCC  staff 
have  responded  in  large  numbers  to  the  chance  to  lend 
a  helping  hand  to  disadvantaged  young  people. 

Administrative  Services  managed  the  Combined 
Federal  Compaign  again  this  year  for  OCC.  The  agency 
raised  over  100  percent  of  the  assigned  goal. 

Financial  Services  (Chief 
Financial  Officer) 

The  OCC  implemented  the  Chief  Financial  Officer  Act 
of  1990  by  establishing  the  positions  of  Chief  Financial 
Officer  (CFO)  and  a  supporting  organizational  struc¬ 
ture.  The  CFO  is  responsible  for  overseeing  all  financial 
activities  relating  to  the  OCC’s  programs  and  opera¬ 


tions.  The  OCC  has  enhanced  its  budgetary  systems, 
integrated  accounting  systems,  financial  reporting  and 
internal  controls  and  to  provide  guidance  to  OCC 
management  on  financial  issues.  Financial  Services 
has  made  many  improvements  in  its  policy,  systems 
and  operations  through  process  mapping  and  other 
avenues.  This  has  resulted  in  excellent  financial  state¬ 
ments,  and  for  the  first  time  audited  with  no  manage¬ 
ment  points  noted  by  the  auditors.  Financial  Policy, 
Review  and  Analysis  (FPRA),  Financial  Systems 
Management  (FSM)  and  Financial  Operations  (FO) 
make  up  the  department.  Each  of  these  units  is  headed 
by  an  assistant  chief  financial  officer  (ACFO). 

Financial  Policy,  Review,  and 
Analysis 

Financial  Policy,  Review,  and  Analysis  (FPRA)  is 
responsible  for : 

•  Monitoring,  updating,  and  reviewing  OCC’s 
revenues  to  ensure  that  they  recover  OCC’s 
operating  costs  and  are  not  burdensome  to  the 
national  banking  system; 

•  Formulating  and  executing  OCC’s  operating 
plan  and  budget  to  ensure  that  resource  usage 
reflects  the  OCC's  four  pillars  and  operating 
objectives  and  the  efficient  allocation  of  resour¬ 
ces; 

•  Reporting  internally  and  externally  on  OCC’s 
resource  usage  and  available  resources  in¬ 
cluding  forecasts  of  revenue  and  expenses 
which  reflect  changes  in  the  national  banking 
system; 

•  Developing  models  and  systems  to  provide 
estimates  of  future  resource  usage  for  use  in 
OCC’s  management  processes; 

•  Preparing  the  CFO  Annual  Financial  Report  as 
required  by  the  Chief  Financial  Officer’s  Act; 

•  Developing  revenue,  accounting,  and  expen¬ 
diture  (including  travel)  policies  to  ensure  the 
efficient  use  and  effective  internal  controls  on 
resource;  and, 

•  Conducting  internal  quality  control  reviews  to 
ensure  the  effectiveness  of  internal  controls 
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and  the  adherence  to  internal  and  external 
financial  policies. 

During  1995,  FPRA  : 

•  Enhanced  a  resource/staff  planning  model 
which  utilizes  activity  benchmarks  to  deter¬ 
mine  resource  needs  for  specific  geographic 
locations  on  a  consistent  basis.  This  tool 
served  as  one  of  the  underpinnings  for  OCC’s 
rightsizing  efforts. 

•  Enhanced  the  1996  budget  process  focusing 
more  on  priorities  and  projects  allowing  a  bet¬ 
ter  allocation  of  resources. 

•  Coordinated  revenue  reviews  that  resulted  in 
reductions  to  assessments,  which  will  save  the 
national  banking  system  an  additional  $18  mil¬ 
lion  in  1996. 

•  Provided  guidance  on  accounting,  travel,  and 
expenditure  issues  and  continued  develop¬ 
ment  of  Financial  Services  Accounting  Manual 
which  ensures  consistent,  concise  procedures 
in  financial  management. 

•  Served  on  Treasury’s  Financial  Management 
Council,  which  reviews  the  effect  of  audit  and 
financial  policies  on  all  of  Treasury. 

•  Executed  the  1995  Operating  Budget  where 
actual  results  matched  forecasts. 

•  Prepared  and  published  the  1995  CFO  Annual 
Financial  Report. 

•  Implemented  a  new  corporate  credit  card  pro¬ 
gram  enhancing  “customer”  service  and  cash 
management. 

•  Conducted  quality  control  reviews  of  financial 
operations  in  OCC’s  districts  and  in  the  Finan¬ 
cial  Services  Department  in  Washington. 

Financial  Systems  Management 

Financial  Systems  Management  (FSM)  is  responsible 
for  the  design,  development,  enhancement,  and  im¬ 
plementation  of  financial  systems.  In  1995,  Financial 
Systems  Management: 

•  Continued  to  position  Financial  Services  to 
avail  itself  of  technological  advances  in 
management  information  systems  in  concert 


with  initiatives  being  aggressively  pursued  by 
OCC  on  a  large  scale. 

•  Implemented  computer  host-to-host  transmis¬ 
sion  of  payment  information  to  Treasury,  which 
eliminated  the  need  to  mail  check  tapes  and 
thereby  accelerated  check  payments. 

•  Researched  and  prepared  for  1996  implemen¬ 
tation  of  vendor  express  providing  for  ACH 
deposit  of  employee  and  vendor  payments. 

•  Provided  a  number  of  streamlined  processes 
to  reduce  administrative  burden  in  processing 
vendor  and  employee  payments  including 
elimination  of  redundant  data  entry  through 
screen  enhancements,  elimination  of  data 
entry  of  rent  invoices  through  automatic  load 
from  lease  programs,  and  modifications  to 
reports  such  as  the  government  Prompt  Pay¬ 
ment  Report. 

•  Continued  to  serve  on  the  Financial  Manage¬ 
ment  Systems  Advisory  Committee,  which  was 
formed  by  the  Treasury  Department  to  review, 
evaluate,  and  formulate  alternatives  and 
recommendations  for  proposed  financial  man¬ 
agement  systems  changes  departmentwide. 

•  Coordinated  modifications  to  the  time  entry 
system  to  allow  for  recording  sick  leave  under 
the  Federal  Employees  Family  Friendly  Leave 
Act. 

•  Continued  to  coordinate  enhancements  to 
financial  systems  and  to  assure  satisfactory 
resolution  of  production  problems. 

Financial  Operations 

Financial  Operations  is  responsible  for  the  day-to-day 
operations  for  the  accounting  system,  control  of  OCC’s 
receipts  and  payments,  cash  reconciliation,  financial 
reporting,  and  employee  services. 

In  1995,  Financial  Operations: 

•  Provided  accounts  payable  training  to  District 
Office  administration  personnel. 

•  Improved  Customer  Service  by  implementing 
a  QUICK  pay  process  for  TTRS. 

•  Implemented  host-to-host  electronic  process¬ 
ing  of  check  tapes  with  Treasury,  eliminating 
three  days  mailing  time. 
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•  Started  the  implementation  of  Vendor  Express 
which  will  provide  direct  deposit  of  employee 
expense  checking  in  1996. 

•  Implemented  a  new  Prompt  Payment  System. 

•  Completed  a  new  Civil  Monetary  Penalty 
Receivable  System. 


Human  Resources 

During  1995,  the  Human  Resources  Division  reor¬ 
ganized,  dealt  with  significant  field  staffing  overages 
created  by  a  rapidly  changing  financial  services  in¬ 
dustry,  and  improved  a  variety  of  automated  programs 
and  processes. 

The  division  reorganized  to  achieve  greater  cost  effec¬ 
tiveness  and  maximize  its  ability  to  competently  deliver 
its  products  and  services  to  its  customers.  Major  com¬ 
ponents  of  the  reorganization  included: 

•  Creating  one-stop  shopping  through  repre¬ 
sentatives  dedicated  to  specific  OCC  function¬ 
al  areas; 

•  Combining  policy  development  and  operating 
elements  of  HR  functions  to  broaden  the  depth 
and  breadth  of  experience  in  these  areas;  and 

•  Consolidating  OCC’s  Work/Life  Program  to 
meet  the  needs  of  an  increasingly  diverse 
workforce. 

During  1995,  major  bank  mergers  and  acquisitions 
created  staffing  imbalances  in  the  bank  examiner  oc¬ 
cupation  in  many  OCC  field  locations.  Through  a  com¬ 
bination  of  predominantly  voluntary  reassignments  and 
retirement/separation  incentives,  the  division  success¬ 
fully  repositioned  approximately  300  examiners  from 
overstaffed  to  understaffed  locations  and  achieved 
OCC’s  ambitious  1995  staffing  objectives. 

The  division  piloted  a  self-directed  work  team  which 
was  responsible  for  improving  numerous  internal  pro¬ 
cesses  for  providing  information  and  producing  an 
extraordinarily  wide  range  of  automated  reports  and 
analyses.  This  information  was  used  to  document  the 
budgetary  and  demographic  effects  of  rightsizing  ac¬ 
tivities,  to  track  the  activities  of  speciality  examiners, 
and  measure  the  effectiveness  of  the  employee  transi¬ 
tion  from  OCC’s  private  health  insurance  carrier  to  the 
Federal  Employees  Health  Benefits  Program. 


Management  Improvement 

Management  Improvement  serves  as  the  OCC’s  liaison 
with  the  U.S.  General  Accounting  Office  (GAO)  and  the 
Department  of  the  Treasury’s  Office  of  Inspector 
General  (OIG).  Management  Improvement  facilitates 
audits  and  assures  that  corrective  action  is  taken  to 
address  agreed-upon  audit  recommendations. 

Approximately  30  audits  were  in  process  throughout 
1995.  The  GAO  issued  multiple  reports  covering  the 
OCC’s  supervision  of  banks’  securities  and  mutual 
funds  activities.  Another  major  GAO  report  discussed 
implementation  of  the  Community  Reinvestment  Act. 
The  GAO  made  six  recommendations  to  the  OCC  and 
other  regulators  that  are  intended  to  assure  continuing 
cooperation  among  the  agencies  and  successful  im¬ 
plementation  of  interagency  policies  and  regulations. 
The  OIG  reviewed  contracting  issues  and  the  cir¬ 
cumstances  of  a  national  bank  failure  that  caused  a 
material  loss  to  the  Bank  Insurance  Fund.  The  OIG  did 
not  make  any  recommendations. 

During  1995,  Management  Improvement  formed  a 
partnership  with  the  OIG  for  the  purpose  of  improving 
the  audit  process.  A  team  comprised  of  two  Manage¬ 
ment  Improvement  staff  members  and  two  OIG  auditors 
mapped  the  audit  process  from  the  auditor’s  planning 
stage  through  the  auditee’s  implementation  of  correc¬ 
tive  action  in  response  to  audit  recommendations.  The 
team  identified  areas  within  the  audit  process  where 
lapsed  time  could  be  reduced.  With  input  from  the 
team,  the  OIG  revamped  its  audit  planning  process  and 
Management  Improvement  significantly  reduced  turn¬ 
around  time  in  responding  to  auditor  requests  for  infor¬ 
mation. 

Management  Improvement  is  also  the  focal  point  for  the 
OCC’s  participation  in  and  compliance  with  a  variety  of 
governmentwide  initiatives.  It  continues  to  work  with 
other  departments  within  the  OCC  to  implement  recom¬ 
mendations  made  by  the  National  Performance  Review 
and  OCC  task  forces.  Efforts  to  reduce  internal  regula¬ 
tions  by  50  percent  continued.  In  addition,  work  was 
begun  to  implement  an  OCC-wide  quality  assurance 
effort  that  will  be  based  on  a  system  of  mission-related 
measures  and  desired  outcomes  of  processes. 


Quality  Improvement 

In  1995,  Quality  Improvement  focused  on  supporting 
the  OCC’s  Organization  Review  efforts  to  identify  chan- 
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ges  needed  to  effectively  supervise  the  banking  in¬ 
dustry  in  the  future.  Staff  facilitated  efforts  to  apply 
business  process  improvement  to  OCC’s  core  and 
administrative  processes.  Research  was  conducted 
and  shared  internally  on  best  practices  of  other  or¬ 
ganizations  and  emerging  organizational  trends. 
Quality  Improvement  provided  internal  consulting  ser¬ 
vices  to  the  many  Organizational  Review  study  teams. 

Additionally,  Quality  Improvement  continued  to  support 
the  OCC’s  implementation  of  National  Performance 
Review  customer  service  initiatives,  activities  of  quality 
improvement  teams,  and  the  integration  of  quality  con¬ 
cepts  into  day-to-day  operations.  Twenty-seven  teams 


of  employees  were  able  to  complete  quality  improve¬ 
ment  projects  that  focused  primarily  on  improving  the 
efficiency  and  effectiveness  of  local  bank  supervision 
efforts.  On  average,  teams  were  able  to  complete  their 
projects  more  quickly  than  in  previous  years.  Through 
its  clearinghouse,  the  division  responded  to  a  large 
number  of  requests  for  completed  projects.  Several  of 
these  projects  were  replicated  throughout  a  district  or 
throughout  the  agency.  Fourteen  schools  were  ad¬ 
ministered  to  develop  quality  improvement  related 
skills  in  facilitation,  team  management,  problem  solving 
and  decision  making,  business  process  improvement, 
benchmarking,  and  change  management. 
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Capital  Markets 


Treasury  and  Market  Risk 

The  Treasury  and  Market  Risk  (T&MR)  office  is  the  focal 
point  for  the  OCC’s  supervisory  efforts  relating  to  finan¬ 
cial  derivatives  and  emerging  market  activities.  T&MR 
staff  members  formulate  and  help  to  implement  super¬ 
visory  policy  through  the  issuance  of  formal  and  infor¬ 
mal  guidance  and  policy  statements.  Such  issuances 
include  a  review  of  the  sales  practices  of  the  largest 
national  bank  derivatives  dealers,  Banking  Bulletin  95- 
28,  Questions  and  Answers  Re:  Interest  Rate  Risk 
Management,  guidance  and  examination  procedures 
for  futures  commission  merchant  activities,  a  working 
group  on  financial  markets  staff  paper  on  trading  ac¬ 
tivities  at  commercial  banks,  and  guidance  and  ex¬ 
amination  procedures  for  bank  trading  activities  in 
emerging  market  countries. 


Equal  Employment  Programs 

The  Equal  Employment  Programs  (EEP)  Division  covers 
the  areas  of  equal  employment  opportunity  (EEO),  af¬ 
firmative  employment  (AE),  and  EEO  complaint 
processing.  In  1995,  EEP  expanded  its  training  pro¬ 
grams,  which  provide  EEO  and  AE  training  to  managers 
and  employees  throughout  the  OCC.  EEP  also  took 
action  to  strengthen  its  analytical  capabilities  by  hiring 
a  full-time  program  analyst  to  enhance  EEP’s  auto¬ 
mated  system  capabilities,  conduct  workforce  analy¬ 
ses,  inform  management  of  trends  and  issues  that 
warrant  attention,  and  support  the  needs  of  the  AE  and 
complaint  processing  programs  at  the  OCC. 

OCC’s  EEO  complaint  processing  program  was  also 
strengthened  during  1995,  through  the  appointment  of 
a  complaints  manager,  the  appointment  of  new  coun¬ 
selors,  and  the  development  of  enhanced  training 
programs  for  EEP  and  counseling  staff.  EEP  has  taken 
an  active  role  in  fostering  the  work  of  OCC’s  EEO 
committees  in  Washington  and  the  districts. 


Minority  and  Urban  Affairs 

In  February  1995,  the  Minority  and  Urban  Affairs 
division  was  established.  This  division  serves  to 


promote  OCC  programs  and  policies  that  affect 
employability  through  internal  and  external  relations 
between  OCC  and  its  employees,  special  interest 
groups,  minority  groups  and  organizations,  education 
institutions,  representatives  from  state  and  local 
governments,  contractors,  and  private  sector  com¬ 
panies  through  effective  outreach  activities. 

Staff  planned  and  coordinated  events  such  as  Women’s 
History  Month,  Black  History  Month,  Asian  American 
and  Pacific  Islanders  Month,  Hispanic  Heritage  Month 
and  Native  American  Month  Activities,  and  Take  Your 
Daughters  to  Work  Day;  initiated  a  partnership  with  the 
Hispanic  Association  of  Colleges  and  Universities  (the 
OCC  is  the  first  and  only  Treasury  bureau  to  participate 
in  such  a  program);  brought  Hispanic  employee  con¬ 
cerns  to  the  attention  of  the  Comptroller;  and  provided 
OCC-wide  training  for  special  emphasis  managers. 


Diversity 

The  Office  of  Diversity  is  responsible  for  developing 
and  implementing  the  OCC’s  national  diversity  initia¬ 
tive.  The  initiative  evolved  from  managing  individual 
differences  to  a  broader  scope  of  total  organizational 
improvement,  focusing  on  effective  management  of  all 
employees  and  the  establishment  of  systems  and 
processes  that  support  the  accomplishment  of  the 
OCC’s  mission.  In  support  of  this  approach,  the  office’s 
major  accomplishments  in  1995  included  initiating 
work  on  an  OCC-wide  cultural  audit  and  a  special 
analysis  of  bank  examiner  separations;  coordinating 
the  appointment  of  33  diversity  representatives  cover¬ 
ing  Washington  headquarters,  each  district,  and  Multi¬ 
national  Banking;  developing  and  sponsoring  spe¬ 
cialized  training  on  managing  diversity  and  providing 
educational  tools  for  managers,  supervisors,  em¬ 
ployees,  and  diversity  representatives;  serving  on 
Human  Resources’  work-life  project  teams  involving  the 
4/10  work  schedule,  work-at-home,  and  telecommut¬ 
ing;  hosting  the  OCC’s  first  National  Diversity  Council 
meeting;  and  establishing  the  Diversity  Resource  Cen¬ 
ter  in  the  Washington  office. 
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Comptrollers  of  the  Currency,  1863  to  the  present 


Mo. 

Name 

Dates  of  tenure 

State 

1 

McCulloch  Hugh 

May 

9,  1863 

Mar. 

8, 1865 

Indiana 

2 

Clarke,  Freeman  . 

Mar. 

21, 1865 

July 

24, 1866 

New  York 

3 

Hulburd,  Hiland  R  .  .  . 

Feb. 

1,  1867 

Apr. 

3,  1872 

Ohio 

4 

Knox,  John  Jay 

Apr. 

25, 1872 

Apr. 

30, 1884 

Minnesota 

5 

Cannon.  Henry  W 

May 

12,  1884 

Mar. 

1,  1886 

Minnesota 

6 

Trenholm  William  L . 

Apr. 

20, 1886 

Apr. 

30, 1889 

South  Carolina 

7 

Lacey,  Edward  S . 

May 

1, 1889 

June 

30,  1892 

Michigan 

8 

Hepburn,  A  Barton  . 

Aug. 

2,  1892 

Apr. 

25, 1893 

New  York 

9 

Eckels,  James  H . 

Apr. 

26, 1893 

Dec. 

31, 1897 

Illinois 

10 

Dawes,  Charles  G . 

Jan. 

1, 1898 

Sept. 

30, 1901 

Illinois 

11 

Ridgely,  William  Barret . 

Oct. 

1,  1901 

Mar. 

28,  1908 

Illinois 

12 

Murray,  Lawrence  0 . 

Apr. 

27,  1908 

Apr. 

27,  1913 

New  York 

13 

Williams,  John  Skelton . 

Feb. 

2,  1914 

Mar. 

2,  1921 

Virginia 

14 

Crissinger,  D  R . 

Mar. 

17,  1921 

Mar. 

30,  1923 

Ohio 

15 

Dawes,  Henry  M . 

May 

1, 1923 

Dec. 

17, 1924 

Illinois 

16 

McIntosh,  Joseph  W . 

Dec. 

20, 1924 

Nov. 

20, 1928 

Illinois 

17 

Pole,  John  W . 

Nov. 

21, 1928 

Sept. 

20,  1932 

Ohio 

18 

O’Conner,  J  FT . 

May 

11, 1933 

Apr. 

16, 1938 

California 

19 

Delano,  Preston  . 

Oct. 

24,  1938 

Feb. 

15, 1953 

Massachusetts 

20 

Gidney,  Ray  M . 

Apr. 

16, 1953 

Nov. 

15, 1961 

Ohio 

21 

Saxon,  James  J . 

Nov. 

16, 1961 

Nov. 

15,  1966 

Illinois 

22 

Camp,  William  B . 

Nov. 

16,  1966 

Mar. 

23, 1973 

Texas 

23 

Smith,  James  E . 

July 

5,  1973 

July 

31, 1976 

South  Dakota 

24 

Heimann,  John  G . 

July 

21, 1977 

May 

15, 1981 

New  York 

25 

Conover,  C.T . 

Dec. 

16,  1981 

May 

4, 1985 

California 

26 

Clarke,  Robert  L . 

Dec. 

2,  1985 

Feb. 

29, 1992 

Texas 

27 

Ludwig,  Eugene  A . 

Apr. 

5,  1993 

Pennsylvania 
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Senior  Deputy  and  Deputy  Comptrollers  of  the  Currency,  1863  to  the  present 


Mo. 

Name 

Dates  of  tenure 

State 

1 

Howard,  Samuel  T. . 

May 

9,  1863 

Aug. 

1, 1865 

New  York 

2 

Hulburd,  Hiland  R . 

Aug, 

1, 1865 

Jan. 

31, 1867 

Ohio 

3 

Knox,  John  Jay . 

Mar. 

12,  1867 

Apr. 

24,  1872 

Minnesota 

4 

Langworthy,  John  S . 

Aug. 

8,  1872 

Jan. 

3, 1886 

New  York 

5 

Snyder,  V.P . 

Jan. 

5, 1886 

Jan. 

3,1887 

New  York 

6 

Abrahams,  J  D . 

Jan. 

27,  1887 

May 

25, 1890 

Virginia 

7 

Nixon,  R.M . 

Aug. 

11, 1890 

Mar. 

16,  1893 

Indiana 

8 

Tucker,  Oliver  P . 

Apr. 

7,  1893 

Mar. 

11, 1896 

Kentucky 

9 

Coffin,  George  M . 

Mar. 

12,  1896 

Aug. 

31, 1898 

South  Carolina 

10 

Murray,  Lawrence  O . 

Sept. 

1,  1898 

June 

29,  1899 

New  York 

11 

Kane,  Thomas  P . 

June 

29, 1899 

Mar. 

2,  1923 

District  of  Columbia 

12 

Fowler,  Willis  J . 

July 

1,  1908 

Feb. 

14,  1927 

Indiana 

13 

McIntosh,  Joseph  W . 

May 

21,  1923 

Dec. 

19,  1924 

Illinois 

14 

Collins,  Charles  W . 

July 

1. 1923 

June 

30.  1927 

Illinois 

15 

Steams,  E.W . 

Jan. 

6,  1925 

Nov. 

30, 1928 

Virginia 

16 

Await,  F.G . 

July 

1,  1927 

Feb. 

15,  1936 

Maryland 

17 

Gough,  E.H . 

July 

6,  1927 

Oct. 

16,  1941 

Indiana 

18 

Proctor,  John  L . 

Dec. 

1,  1928 

Jan. 

23,  1933 

Washington 

19 

Lyons,  Gibbs . 

Jan. 

24,  1933 

Jan. 

15, 1938 

Georgia 

20 

Prentiss,  William,  Jr . 

Feb. 

24,  1936 

Jan. 

15, 1938 

Georgia 

21 

Diggs,  Marshall  R . 

Jan. 

16,  1938 

Sept. 

30,  1938 

Texas 

22 

Oppegard,  G.J . 

Jan. 

16,  1938 

Sept. 

30,  1938 

California 

23 

Upham,  C.B . 

Oct. 

1,  1938 

Dec. 

31,  1948 

Iowa 

24 

Mulroney,  A.J . 

May 

1,  1939 

Aug. 

31, 1941 

Iowa 

25 

McCandless,  R.B . 

July 

7,  1941 

Mar. 

1,  1951 

Iowa 

26 

Sedlacek,  L.H . 

Sept. 

1,  1941 

Sept. 

30,  1944 

Nebraska 

27 

Robertson,  J.L . 

Oct. 

1, 1944 

Feb. 

17,  1952 

Nebraska 

28 

Hudspeth,  J.W . 

Jan. 

1, 1949 

Aug. 

31,  1950 

Texas 

29 

Jennings,  L.A . 

Sept. 

1, 1950 

May 

16,  1960 

New  York 

30 

Taylor,  W.M . 

Mar. 

1,  1951 

Apr. 

1,  1962 

Virginia 

31 

Garwood,  G.W . 

Feb. 

18,  1952 

Dec. 

31,  1962 

Colorado 

32 

Fleming,  Chapman  C . 

Sept. 

15,  1959 

Aug. 

31,  1962 

Ohio 

33 

Haggard,  Holis  S . 

May 

16,  1960 

Aug. 

3,  1962 

Missouri 

34 

Camp,  William  B . 

Apr. 

2,  1962 

Nov. 

15, 1966 

Texas 

35 

Redman,  Clarence  B . 

Aug. 

4,  1962 

Oct. 

26, 1963 

Connecticut 

36 

Watson,  Justin  T. . 

Sept. 

3,  1962 

July 

18,  1975 

Ohio 

37 

Miller,  Dean  E . 

Dec. 

23,  1962 

Oct. 

22,  1990 

Iowa 

38 

DeShazo,  Thomas  G . 

Jan. 

1,  1963 

Mar. 

3,  1978 

Virginia 

39 

Egertson,  R.  Coleman . 

July 

13,  1964 

June 

30,  1966 

Iowa 

40 

Blanchard,  Richard  J . 

Sept. 

1, 1964 

Sept. 

26,  1975 

Massachusetts 

41 

Park,  Radcliffe . 

Sept. 

1,  1964 

June 

1,  1967 

Wisconsin 

42 

Faulstich,  Albert  J . 

July 

19,  1965 

Oct. 

26,  1974 

Louisiana 

43 

Motter,  David  C . 

July 

1,  1966 

Sept. 

20,  1981 

Ohio 

44 

Gwin,  John  D . 

Feb. 

21, 1967 

Dec. 

31,  1974 

Mississippi 

45 

Howland,  W.A.,  Jr . 

July 

5,  1973 

Mar. 

27,  1978 

Georgia 

46 

Mullin,  Robert  A . 

July 

5,  1973 

Sept. 

8, 1978 

Kansas 

47 

Ream,  Joseph  M . 

Feb. 

2,  1975 

June 

30,  1978 

Pennsylvania 

48 

Bloom,  Robert . 

Aug. 

31,  1975 

Feb. 

28, 1978 

New  York 

49 

Chotard,  Richard  D . 

Aug. 

31,  1975 

Nov. 

25, 1977 

Missouri 

50 

Hall,  Charles  B . 

Aug. 

31,  1975 

Sept. 

14,  1979 

Pennsylvania 

51 

Jones,  David  H . 

Aug. 

31,  1975 

Sept. 

20,  1976 

Texas 

52 

Murphy,  C.  Westbrook . 

Aug. 

31,  1975 

Dec. 

30,  1977 

Maryland 

53 

Selby,  H.  Joe . 

Aug. 

31,  1975 

Mar. 

15, 1986 

Texas 

54 

Homan,  Paul  W . 

Mar. 

27,  1978 

Jan. 

21, 1983 

Nebraska 

55 

Keefe,  James  I . 

Mar. 

27,  1978 

Sept. 

18,  1981 

Massachusetts 

56 

Muckenfuss,  Cantwell  Fill . 

Mar. 

27,  1978 

Oct. 

1,  1981 

Alabama 

57 

Wood,  Billy  C . 

Nov. 

7,  1978 

Jan. 

16,  1988 

Texas 

58 

Longbrake,  William  A . 

Nov. 

8,  1978 

July 

9,  1982 

Wisconsin 

59 

Odom,  Lewis  G.,  Jr . 

Mar. 

21,  1979 

Nov. 

16,  1980 

Alabama 

60 

Martin,  William  E . 

May 

22,  1979 

Apr. 

4,  1983 

Texas 

61 

Barefoot,  Jo  Ann . 

July 

13,  1979 

Sept. 

5,  1982 

Connecticut 

62 

Downey,  John  . 

Aug. 

10, 1980 

Aug. 

2,  1986 

Massachusetts 

63 

Lord,  Charles  E . 

Apr. 

13,  1981 

Mar. 

31,  1982 

Connecticut 

64 

Bench,  Robert  R . 

Mar. 

21,  1982 

Sept. 

25,  1987 

Massachusetts 

65 

Klinzing,  Robert  R . 

Mar. 

21,  1982 

Aug. 

21,  1983 

Connecticut 

66 

Robertson,  William  L . 

Mar. 

21, 1982 

Sept. 

26,  1986 

Texas 

67 

Arnold,  Doyle  L . 

May 

2,  1982 

May 

12,  1984 

California 

68 

Weiss,  Steven  J . 

May 

2,  1982 

Pennsylvania 

69 

Stephens,  Martha  B . 

June 

1,  1982 

Jan. 

19,  1985 

Georgia 

70 

Stirnweis,  Craig  M 

Sept. 

19,  1982 

May 

1,  1986 

Idaho 

71 

Herrmann,  Robert  J . 

Jan. 

1,  1983 

Illinois 

72 

Mancusi,  Michael  A . 

Jan. 

1,  1983 

Feb. 

17,  1986 

Maryland 
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No. 

Name 

Dates  of  tenure 

State 

73 

Marriott,  Dean  S.  . 

Jan. 

1, 1983 

Missoi  iri 

74 

Poole,  Clifton  A  ,  Jr . 

Jan. 

1, 1983 

Oct. 

3.  1994 

North  Carolina 

75 

Taylor,  Thomas  W . 

Jan. 

1,  1983 

Jan. 

16, 1990 

Ohio 

76 

Boland,  James  E  ,  Jr . 

Feb. 

7,  1983 

Feb. 

15, 1985 

Pennsylvania 

77 

Fisher,  Jerry  . 

Apr. 

17, 1983 

Apr. 

4,  1992 

Delaware 

78 

Patriarca,  Michael  . 

July 

10,  1983 

Aug. 

15, 1986 

California 

79 

Wilson,  Karen  J . 

Julv 

17  1983 

New  .  lersev 

80 

Winstead,  Bobby  B . 

Mar. 

18, 1984 

June 

11, 1991 

Texas 

81 

Chew,  David  L . 

May 

2,  1984 

Feb. 

2,  1985 

District  of  Columbia 

82 

Walter,  Judith  A . 

Apr. 

24  1985 

Indiana 

83 

Maguire,  Francis  E.,  Jr . 

Jan. 

9,  1986 

Aug. 

6,  1996 

Virginia 

84 

Kraft,  Peter  C . 

July 

20,  1986 

Sept. 

15, 1991 

California 

85 

Klinzing,  Robert  R . 

Auq 

11  1986 

Connentim  it 

86 

Hechinger,  Deborah  S . 

Aug. 

31, 1986 

Sept. 

14,  1987 

District  of  Columbia 

87 

Norton,  Gary  W . 

Sept. 

3  1986 

Miasm  iri 

88 

Shepherd,  J  Michael . 

Jan. 

9,  1987 

May 

3,  1991 

California 

89 

Rushton,  Emory  W . 

Jan. 

21, 1987 

Sept. 

20,  1989 

South  Carolina 

90 

Fiechter,  Jonathan  L . 

Mar. 

4,  1987 

Oct. 

30,  1987 

Pennsylvania 

91 

Stolte,  William  J . 

Mar. 

11,  1987 

Mar. 

21, 1992 

New  Jersey 

92 

Clock,  Edwin  H . 

Feb. 

29,  1988 

Jan. 

3,  1990 

California 

93 

Krause,  Susan  F. . 

Mar 

30  1988 

California 

94 

Coonley,  Donald  G . 

June 

29  1988 

Virginia 

95 

Blakely,  Kevin  M . 

Oct. 

12,  1988 

Sept. 

27,  1990 

Illinois 

96 

Steinbrink,  Stephen  R . 

Apr. 

8,  1990 

Nebraska 

97 

Lindhart,  Ronald . 

Apr. 

22,  1990 

July 

27,  1991 

Florida 

98 

Hartzell,  Jon  K . 

July 

29, 1990 

Dec. 

15, 1995 

California 

99 

Cross,  Leonora  S . 

Nov 

4  1990 

Utah 

100 

Finke,  Fred  D . 

Nov. 

4,  1990 

Oct. 

30, 1994 

Nebraska 

101 

Kamihachi,  James  D . 

Nov 

6  1990 

Washington 

102 

Barton,  Jimmy  F. . 

July 

14  1991 

Texas 

103 

Cross,  Stephen  M . 

July 

28  1991 

Virginia 

104 

Guerrina,  Allan  B . 

Apr. 

19  1992 

Virginia 

105 

Powers,  John  R . 

Aug. 

9,  1992 

July 

2,  1994 

Illinois 

106 

Alt,  Konrad  S . 

Sept 

5  1993 

California 

107 

Harris,  Douqlas  E . 

May 

20, 1994 

New  York 

108 

Sharpe,  Ralph . 

Oct. 

30  1994 

Virginia 

109 

Delora  Ng  Jee . 

May 

28  1995 

California 

110 

Leann  G.  Britton . 

Jan. 

7,  1996 

Minnesota 
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Recent  Corporate  Decisions 


On  October  5,  1995,  the  OCC  granted  approval  for 
Bank  One,  Steubenville,  N.A.,  Steubenville,  Ohio,  to 
relocate  to  Wheeling,  West  Virginia,  establish  a  branch 
at  its  former  main  office  site,  and  merge  with  two 
affiliates:  Bank  One,  West  Virginia,  Wheeling,  N.A., 
Wheeling,  West  Virginia,  and  Bank  One,  West  Virginia, 
New  Martinsville,  N.A.,  New  Martinsville,  West  Virginia. 
The  resulting  bank’s  title  is  to  be  Bank  One,  Wheeling- 
Steubenville,  N.A.  The  bank  also  received  approval  to 
exercise  trust  powers  in  both  Ohio  and  West  Virginia. 

On  October  18,  1995,  the  OCC  approved  a  series  of 
applications  for  Pikeville  National  Corporation, 
Pikeville,  Kentucky,  that  allowed  it  to  expand  its  banking 
operations  into  Laurel  County.  Pikeville  filed  to  acquire 
a  second  bank  in  Whitley  County,  Bank  of  Williamsburg, 
a  $40  million  state  bank.  The  OCC  approved  the  con¬ 
version  of  the  bank  to  a  national  bank,  relocation  of  its 
main  office  to  Laurel  County,  retention  of  its  two 
branches  in  Whitley  County,  and  merger  of  the  bank 
into  an  affiliate  bank  in  Whitley  County,  Farmers  Na¬ 
tional  Bank  of  Williamsburg.  The  resulting  bank  is  to 
retain  Bank  of  Williamsburg’s  new  head  office  site  in 
Laurel  County  as  a  branch  and  thereby  establish  a 
branching  presence  in  both  counties.  The  two  branch 
offices  of  the  Bank  of  Williamsburg  that  are  located  in 
Whitley  County  will  be  consolidated  with  offices  of 
Farmers  National  Bank  of  Williamsburg.  Under  Ken¬ 
tucky’s  restrictive  branching  laws,  the  resulting  bank 
could  not  legally  establish  a  de  novo  branch  in  Laurel 
County,  but  can  retain  any  branches  acquired  via 
merger.  The  OCC  found  the  proposal  to  be  legal. 

On  November  2,  1995,  Strawbridge  &  Clothier,  Phila¬ 
delphia,  Pennsylvania,  received  approval  to  establish 
a  CEBA  credit  card  bank  to  be  entitled,  “Service  & 
Commerce  National  Bank.”  The  bank  is  to  be  FDIC-in- 
sured  and  located  in  Cincinnati,  Ohio.  The  OCC  also 
granted  approval  for  the  bank  to  acquire  Strawbridge 
&  Clothier’s  existing  credit  card  receivables  at  book 
value.  Strawbridge  was  founded  127  years  ago  and 
currently  operates  1 3  full-line  department  stores  and  27 
discount  stores. 

On  November  6,  1995,  Bank  One,  Southern  Indiana, 
N.A.  (formerly  known  as  Liberty  National  Bank  and  Trust 
Company  of  Indiana),  New  Albany,  Indiana,  received 
approval  to  relocate  to  Crestwood,  Kentucky,  establish 
a  branch  at  its  former  head  office  site,  and  merge  into 
its  affiliate,  Bank  One,  Kentucky,  N.A.  (formerly  known 
as  Liberty  National  Bank  and  Trust  Company  of  Ken¬ 
tucky),  Louisville,  Kentucky.  This  was  the  first  approval 


of  an  interstate  head  office  relocation  from  Indiana  into 
Kentucky. 

On  November  6,  1995,  Republic  National  Bank  of  New 
York,  New  York,  New  York,  received  approval  for  two 
corporate  reorganization  proposals  that  will  bring  all 
Republic  Corporation’s  banking  subsidiaries  under  a 
single  charter.  The  first  approval  was  to  merge  with 
Republic  Savings  Bank,  N.A.,  New  York,  New  York.  The 
OCC  had  approved  the  conversion  of  the  savings  bank 
on  July  25, 1 995.  Upon  its  conversion,  the  savings  bank 
will  be  an  interstate  bank  with  its  main  office  located  in 
the  State  of  New  York,  with  branches  in  New  York  and 
Florida.  The  second  approval  was  to  merge  with  Re¬ 
public  New  York  Trust  Company  of  Florida,  N.A.,  an 
uninsured  trust  company. 

On  November  15,  1995,  Magna  Group,  St.  Louis,  Mis¬ 
souri,  received  approval  to  convert  its  two  state-char¬ 
tered  banks  in  Illinois  and  Missouri  to  national  banks 
with  fiduciary  powers.  After  converting,  the  Illinois  bank 
is  to  relocate  its  head  office  to  St.  Louis,  Missouri, 
establish  a  branch  at  its  former  head  office  site  in 
Belleville,  Illinois,  and  merge  into  the  Missouri  bank. 

On  November  15,  1995,  CoreStates  Bank,  N.A.,  Phila¬ 
delphia,  Pennsylvania,  received  approval  to  reverse 
the  direction  of  its  interstate  relocation  so  that  the 
resulting  bank  will  be  headquartered  in  Pennsylvania 
rather  than  in  New  Jersey  as  originally  approved.  On 
February  6,  1995,  OCC  granted  approval  for  the  bank 
to  relocate  its  head  office  to  Ewing  Township,  New 
Jersey,  merge  with  its  affiliate,  New  Jersey  National 
Bank,  Ewing  Township,  New  Jersey,  under  the  charter 
and  title  of  CoreStates  Bank,  N.A.,  and  establish  a 
branch  at  its  former  Philadelphia  main  office.  Bank 
management  had  chosen  New  Jersey  as  the  home 
state  for  the  resulting  bank  because  New  Jersey  laws 
were  restrictive  on  banks  with  their  head  offices  located 
outside  the  state.  However,  with  New  Jersey’s  passage 
of  an  early  opt-in  provision  to  the  Riegle-Neal  Interstate 
Banking  and  Branching  Efficiency  Act  of  1 994,  the  New 
Jersey  Department  of  Banking  issued  CoreStates  an 
interpretative  letter  stating  that  CoreStates’  banking 
rights  in  New  Jersey  will  not  be  restricted  should  the 
bank  choose  to  locate  its  head  office  in  Pennsylvania. 

On  November  15,  1995,  First  American  National  Bank, 
Nashville,  Tennessee,  received  approval  to  acquire  the 
Tennessee  branches,  plus  three  branches  located  in 
Virginia,  of  Charter  Federal  Savings  Bank,  Bristol,  Vir¬ 
ginia.  This  was  the  first  interstate  Oakar  merger  to  be 
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processed  under  12  USC  215c,  which  broadly  states 
that,  “  ..  any  national  bank  may  acquire  or  be  acquired 
by  any  insured  depository  institution." 

On  November  15,  1995,  National  Bank  of  Commerce, 
Memphis,  Tennessee,  received  conditional  approval  to 
establish  an  operating  subsidiary  that  will  become  a  25 
percent  general  partner  in  a  partnership  that  will  own 
100  percent  of  a  newly  chartered  state  trust  company. 
Morgan-Keegan,  Inc.,  which  owns  a  full  service  broker¬ 
age  subsidiary,  will  own  the  remaining  75  percent  of  the 
partnership.  The  approval  stated  that  national  banks 
may  own  minority  interests  in  corporations  if  the  follow¬ 
ing  four  tests  are  satisfied:  ( 1 )  the  activities  must  be  part 
of  or  incidental  to  banking,  (2)  the  bank  must  be  able 
to  prevent  the  enterprise  from  engaging  in  activities  that 
do  not  satisfy  the  previous  standard,  (3)  the  investment 
must  not  subject  the  bank  to  open-ended  liability,  and 
(4)  the  investment  must  be  convenient  and  useful  to  the 
investing  bank’s  business  and  not  a  passive  invest¬ 
ment.  This  analysis,  an  outgrowth  of  previous  OCC 
positions,  permits  certain  investments  in  entities  at 
levels  below  the  80  percent  requirement  for  operating 
subsidiaries. 

On  November  17,  1995,  National  City  Corporation, 
Cleveland,  Ohio,  received  approval  to  convert  Integra 
Bank,  Pittsburgh,  Pennsylvania,  to  a  national  charter. 
The  converted  bank  will  be  entitled,  “National  City 
Bank,  Pennsylvania.”  National  City  Corporation  was  in 
the  process  of  acquiring  Integra’s  parent  company, 
Integra  Financial  Corporation,  Pittsburgh,  Pennsylvania. 

On  November  20,  1995,  Bank  of  America  Idaho,  Coeur 
D’Alene,  Idaho,  received  approval  to  relocate  to 
Spokane,  Washington,  establish  a  branch  at  its  former 
head  office  site  and  merge  into  its  affiliate,  Seattle-First 
National  Bank,  Seattle,  Washington.  The  resulting  bank 
will  be  named  Bank  of  America  NW,  National  Associa¬ 
tion.  This  was  the  first  approval  of  an  interstate  transac¬ 
tion  for  these  two  states. 

On  November  20,  1995,  Twin  River  National  Bank, 
Lewiston,  Idaho,  received  approval  to  relocate  its  head 
office  to  Clarkston,  Washington,  and  to  relocate  a 
branch  to  the  site  of  the  former  head  office. 

On  November  24,  1995,  First  Midwest  Bancorp,  Inc., 
Naperville,  Illinois,  received  approval  to  convert  Citi¬ 
zens  Federal  Savings  Bank,  F.S.B.,  Davenport,  Iowa,  to 
a  national  bank  with  trust  powers,  relocate  its  head 
office  to  Moline,  Illinois,  merge  it  with  First  Midwest 
Bank,  N  A.  in  Moline  and  establish  a  branch  at  the 
savings  bank’s  former  head  office  site. 

On  November  30  1995,  Community  First  Bank  of  DC, 
N  A  Washington,  DC,  received  preliminary  approval 


to  be  established  as  a  full-service  national  bank  with  a 
community  development  focus.  Approval  was  also 
granted  for  a  branch.  The  approval  of  the  charter  was 
conditioned  on  the  bank’s  articles  of  association  stipu¬ 
lating  that  the  bank  has  a  community  development 
focus  and  that  prior  written  approval  from  the  OCC  is 
required  before  the  bank  can  amend  its  articles  to 
change  that  focus.  The  bank  is  to  be  capitalized  by 
other  banking  organizations,  corporations,  founda¬ 
tions,  and  certain  individuals  through  a  private  place¬ 
ment.  Equity  investments  by  other  national  banks  may 
be  made,  subject  to  the  provisions  of  1 2  CFR  24  (Com¬ 
munity  Development  Corporation  and  Project  Invest¬ 
ments).  The  bank  also  plans  to  seek  funds  from  the 
federal  government’s  Community  Development  Finan¬ 
cial  Institution  (CDFI)  Program. 

On  November  30,  1995,  The  First  National  Bank  and 
Trust  Company,  Louisville,  Jefferson  County,  Georgia, 
received  approval  to  relocate  across  the  county  line  to 
Tennille,  Washington  County,  Georgia  (a  distance  of 
less  than  30  miles),  and  establish  a  branch  at  its  former 
head  office  site.  The  bank  also  received  approval  to 
acquire  two  branches  of  another  bank  located  in  Wash¬ 
ington  County.  The  relocation  and  branch  proposals  were 
structured  similar  to  the  proposal  by  Embry  National  Bank 
which  the  OCC  approved  on  August  4,  1995. 

On  December  7,  1995,  First  Bank  System,  Inc.,  Minnea¬ 
polis,  Minnesota,  received  approval  to  consolidate  its 
subsidiary  bank  in  Nebraska  with  four  banks  of  FirsTier 
Financial,  Inc.,  Omaha,  Nebraska.  First  Bank  System 
was  in  the  process  of  acquiring  FirsTier  Financial.  One 
of  the  FirsTier  banks  involved  in  the  merger  is  an 
interstate  bank  with  branches  in  Iowa.  First  Bank  also 
received  approval  to  acquire  two  Iowa  branches  of  an 
affiliated  thrift. 

On  December  15,  1995,  Ledyard  National  Bank,  Hano¬ 
ver,  New  Hampshire,  an  $88  million  bank,  received 
approval  to  relocate  to  Norwich,  Vermont,  and  establish 
a  branch  at  its  former  head  office  site.  This  is  the  first 
interstate  proposal  involving  these  two  states. 

On  December  15,  1995,  First  Interstate  Bank  of  Ari¬ 
zona,  N.A.,  Phoenix,  Arizona,  received  approval  to 
establish  a  CEBA  credit  card  bank  as  an  operating 
subsidiary  of  the  bank.  The  bank,  to  be  entitled,  “First 
Interstate  Bank  Card,  National  Association,”  will  be 
used  to  consolidate  the  credit  card  operations  of  all 
First  Interstate  banks.  The  OCC  permitted  the  bank  to 
account  for  the  purchase  of  the  credit  card  receivables 
from  its  affiliates  at  book  value.  This  was  the  second 
approval  for  a  national  bank  to  establish  a  CEBA  credit 
card  bank  as  an  operating  subsidiary  of  the  bank.  The 
first  approval  was  abandoned  by  the  applicant  before 
the  transaction  was  consummated. 
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On  December  21,  1995,  Farmers  Bank  of  Northern 
Missouri,  Unionville,  Missouri,  a$150  million  state-char¬ 
tered  bank,  received  approval  to  convert  to  a  national 
bank,  relocate  its  head  office  to  Centerville,  Iowa,  and 
establish  a  branch  at  its  former  head  office  site.  This  is 
the  first  interstate  relocation  from  Missouri  and  Iowa. 

On  December  22,  1995,  NationsBank  of  Florida,  Madi¬ 
son,  Florida,  received  approval  to  relocate  to  Valdosta, 
Georgia,  establish  a  branch  at  its  former  head  office 
site,  and  merge  with  its  Georgia  affiliate.  NationsBank 
obtained  the  Madison  site,  which  is  within  12  miles  of 
the  Georgia  border,  through  a  merger  with  Bank  of 
Madison  County,  Madison,  Florida.  The  Madison 
merger  consummated  on  December  21,  1995.  This 
was  the  first  interstate  relocation  involving  the  states  of 
Florida  and  Georgia. 

On  December  27,  1995,  The  Bank  of  Delmar,  Delmar, 
Maryland,  an  $85  million  state-chartered  bank,  re¬ 
ceived  approval  to  convert  to  a  national  bank,  relocate 
its  head  office  to  Seaford,  Delaware,  and  establish  a 
branch  at  its  former  head  office  site.  The  bank  operates 
an  insurance  subsidiary  from  its  head  office  in  Delmar, 
a  town  of  less  than  5,000,  and  was  granted  approval  to 
retain  it  as  an  operating  subsidiary. 

On  December  27,  1995,  Wachovia  Bank  of  Georgia, 
N.A.,  Atlanta,  Georgia,  received  approval  to  establish 
an  operating  subsidiary  to  hold  a  55  percent  (majority) 
interest  in  a  limited  liability  company  (LLC),  which  en¬ 
gages  in  transaction  processing  for  credit  card  mer¬ 
chants.  The  proposal  satisfied  the  OCC’s  recently 
established  four-part  test  for  investments  in  entities  at 
levels  below  the  80  percent  requirement  for  operating 
subsidiaries.  In  addition  to  the  three  standard  condi¬ 
tions  for  such  investments,  a  fourth  condition  was 
added  in  an  attempt  to  limit  the  bank’s  exposure  to  loss. 
The  fourth  condition  required  the  bank’s  investment  in 
the  LLC  to  be  accounted  for  under  the  equity  method 
of  accounting.  The  bank’s  internal  and  external  auditors 
agreed  that  equity  accounting  was  appropriate,  since 
Wachovia  will  not  exercise  control  over  the  operations 
of  the  LLC.  According  to  the  operating  agreement  for 
the  LLC,  Wachovia  and  the  other  investor  will  share 
equally  in  voting  and  management  of  the  company. 


On  December  29,  1995,  the  OCC  granted  approval  for 
Chase  Manhattan  Bank  of  New  Jersey,  N.A.,  Oradell, 
New  Jersey,  to  relocate  to  New  York,  New  York,  estab¬ 
lish  a  branch  at  its  former  head  office  site  and  merge 
into  the  lead  bank,  Chase  Manhattan  Bank,  N.A.,  New 
York,  New  York.  This  was  the  first  approval  for  an 
interstate  relocation  from  New  Jersey  to  New  York. 

Decisions  Related  to  the  Community 
Reinvestment  Act 

On  December  20,  1995,  the  OCC  granted  conditional 
approval  to  First  National  Bank  of  Grant  Park,  Grant 
Park,  Illinois,  to  establish  an  ATM  branch  in  Grant  Park. 
The  OCC  made  the  approval  conditional  because  the 
bank  had  demonstrated  a  less  than  satisfactory  per¬ 
formance  under  the  Community  Reinvestment  Act 
(CRA)  at  its  1993  examination.  The  OCC  conditioned 
the  approval  upon  the  bank’s  performance  under  the 
CRA  returning  to  “satisfactory”  or  better  as  substanti¬ 
ated  by  a  written  public  evaluation  prior  to  the  opening 
of  the  branch. 

On  November  22,  1995,  the  OCC  granted  conditional 
approval  to  Riggs  National  Bank  of  Virginia,  Merrifield, 
Virginia,  to  establish  an  ATM  branch  in  Woodbridge, 
Virginia.  The  OCC  made  the  approval  conditional  be¬ 
cause  the  bank  received  a  “needs  to  improve”  rating 
under  the  Community  Reinvestment  Act  during  a  regu¬ 
latory  examination  of  the  bank.  The  OCC  conditioned 
the  approval  upon  the  bank's  performance  under  the 
CRA  returning  to  “satisfactory”  or  better  as  substanti¬ 
ated  by  a  written  public  evaluation  prior  to  the  opening 
of  the  branch. 

On  October  26,  1995,  the  OCC  granted  conditional 
approval  to  Okey-Vernon  First  National  Bank,  Corning, 
Iowa,  to  establish  an  ATM  branch  in  Corning.  The  OCC 
made  the  approval  conditional  because  the  bank  had 
a  current  rating  of  "needs  to  improve"  under  the  Com¬ 
munity  Reinvestment  Act.  The  OCC  conditioned  the 
approval  upon  the  bank’s  performance  under  the  CRA 
returning  to  “satisfactory”  or  better  as  substantiated  by 
a  written  public  evaluation  prior  to  the  opening  of  the 
branch. 
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Special  Supervision  and  Enforcement  Activities 


This  section  includes  information  on  problem  national 
banks,  national  bank  failures,  and  enforcement  actions. 
Data  on  problem  banks  and  bank  failures  is  provided 
by  OCC’s  Special  Supervision  Division  in  Washington. 
Information  on  enforcement  actions  is  provided  by  Spe¬ 
cial  Supervision  together  with  the  Enforcement  and 
Compliance  Division  of  the  Law  Department.  The  latter 
is  principally  responsible  for  presenting  and  litigating 
administrative  actions  on  the  OCC’s  behalf  against 
banks  requiring  special  supervision. 

Problem  National  Banks 

Problem  banks  represented  approximately  1  percent  of 
the  national  bank  population  at  year-end  1995.  After 
reaching  a  high  of  373  at  the  end  of  1990,  the  number 
of  problem  national  banks  significantly  declined  to  33 
as  of  December  31,1 995.  The  decline  is  a  direct  result 
of  the  improvement  in  the  condition  of  the  banking 
system  brought  about  by  an  extended  period  of  low 
interest  rates  and  other  favorable  economic  conditions. 

Although  the  number  of  problem  banks  has  declined  in 
all  six  districts,  the  Southwestern  District  has  shown  the 
most  prominent  decline.  The  number  of  problem  banks 
in  the  Southwest  declined  by  more  than  97  percent  from 
year-end  1991  to  year-end  1995,  from  209  to  7.  For  the 
second  year  in  a  row,  the  Western  District  has  the 
largest  number  of  problem  banks,  although  that  total 
declined  from  29  at  year-end  1994  to  17  at  December 
31,  1995. 


Problem  Banks  by  District 


National  Bank  Failures 

During  1995,  there  were  six  commercial  bank  failures 
of  which  one  (17  percent)  was  a  national  bank.  This  is 
the  lowest  number  of  national  bank  failures  since  1980, 
when  one  bank  failed.  The  1995  national  bank  failure 
occurred  in  the  Western  District.  The  dollar  volume  of 
failed  national  bank  assets  was  only  $9  million. 


Problem  National  Bank  Bank  Failures 

Historical  Trend  Line 


1986  1987  1988  1989  1990  1991  1992  1993  1994  1995 


4  and  5 
Rated  Banks 


Source:  Special  Supervision 
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Commitment  Letters 


Failed  National  Banks 
by  Asset  Size 
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Dollar  Volume  of  National  Bank  Failures 


Memorandums  of  Understanding 


Source:  Special  Supervision 


Enforcement  Actions 

The  OCC  has  a  number  of  remedies  with  which  to  carry 
out  its  supervisory  responsibilities.  When  it  identifies 
safety  or  soundness  or  compliance  problems,  these 
remedies  range  from  informal  advice  and  moral  sua¬ 
sion  to  formal  enforcement  actions.  These  mechanisms 
are  designed  to  achieve  expeditious  corrective  and 
remedial  action  to  return  the  bank  to  a  safe  and  sound 
condition. 

The  OCC’s  informal  enforcement  actions  include  com¬ 
mitment  letters  and  memoranda  of  understanding 
(MOUs).  Informal  actions  are  meant  to  handle  less 
serious  supervisory  problems  identified  by  the  OCC  in 
its  supervision  of  national  banks.  Although  informal 
actions  are  not  legally  enforceable,  failure  to  honor 
informal  actions  will  provide  strong  evidence  of  the 
need  for  the  OCC  to  take  formal  action. 


The  most  common  types  of  formal  actions  issued  by 
the  OCC  over  the  past  several  years  have  been  formal 
agreements,  cease  and  desist  orders,  civil  money  pen¬ 
alties  (CMPs),  and  removals.  Formal  agreements  are 
documents  signed  by  a  national  bank's  board  of  direc¬ 
tors  and  the  OCC  in  which  specific  corrective  and 
remedial  measures  are  enumerated  as  necessary  to 
return  the  bank  to  a  safe  and  sound  condition.  Cease 
and  desist  orders,  sometimes  known  as  consent  or¬ 
ders,  may  be  legally  enforced.  Like  formal  agreements, 
these  orders  contain  a  series  of  remedial  measures  in 
article  form.  CMPs  are  authorized  for  violations  of  laws, 
rules,  regulations,  formal  written  agreements,  final  or¬ 
ders,  conditions  imposed  in  writing,  and  under  certain 
circumstances,  unsafe  or  unsound  banking  practices 
or  breaches  of  fiduciary  duty.  The  OCC  occasionally  is 
compelled  to  use  removal  orders  to  remove  individuals, 
who  have  violated  the  law  or  acted  in  an  unsafe  or 
unsound  manner,  from  the  banking  industry. 
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Number  of  Actions  Number  of  Actions  Number  of  Actions 


Formal  Agreements 


Cease  and  Desist  Orders 


Civil  Money  Penalties 


Removal  Orders 


In  addition,  the  OCC  was  given  new  authority  under  the 
Federal  Deposit  Insurance  Corporation  Improvement 
Act  of  1991  (FDICIA),  to  take  certain  "prompt  corrective 
action”  (PCA)  to  resolve  a  bank’s  problems.  Actions 
taken  depend  on  a  bank’s  level  of  capital.  For  instance, 
when  a  bank  becomes  undercapitalized  it  is  required 
to  submit  a  capital  restoration  plan  (CRP).  Depending 
on  the  severity  of  a  bank’s  problems,  a  PCA  directive 
can  also  be  issued.  The  purpose  of  the  PCA  legislation 
is  to  resolve  a  bank’s  problems  at  the  least  possible 
long-term  cost  to  the  deposit  insurance  fund.  In  1995, 
three  national  banks  submitted  acceptable  capital  res¬ 
toration  plans,  and  four  were  given  notice  to  submit 
plans. 

Recent  Enforcement  Cases 

In  July  1995,  the  president  and  directors  of  a  national 
bank  consented  to  pay  civil  money  penalties  (CMPs) 
for  allegedly  having  violated  12  USC  24(Seventh)  and 
engaged  in  an  unsafe  and  unsound  banking  practice 
through  the  purchase  and  holding  of  a  split  dollar  life 
insurance  policy  on  the  bank's  president.  Despite  re¬ 
peated  OCC  warnings  and  concerns,  the  bank  contin¬ 
ued  to  hold  the  policy  for  over  five  years.  The  OCC  also 
alleged  that  the  policy  constituted  57  percent  of  the 
bank’s  capital  and  therefore  was  an  unsafe  concentra¬ 
tion  risk  to  the  bank. 

In  July  1995,  a  former  chairman  of  the  board,  president 
and  controlling  shareholder  of  a  national  bank  con¬ 
sented  to  be  removed  from  banking  and  to  pay  a 
$40,000  CMP  His  daughter,  assistant  cashier  of  the 
same  bank,  consented  to  a  four-year  personal  cease 
and  desist  order  limiting  her  participation  in  banking, 
and  to  a  $10,000  CMP.  Father  and  daughter  allegedly 
breached  their  fiduciary  duty  to  the  bank  in  connection 
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with  several  real  estate  transactions  involving  nominee 
borrowers,  and  the  purchase  of  loans  and  real  estate 
from  another  financial  institution. 

On  July  21,  1995,  the  Comptroller  issued  a  final  deci¬ 
sion  affirming  a  recommended  decision  issued  by  an 
administrative  law  judge  (ALJ)  on  February  3,  1995. 
The  ALJ  had  recommended  that  a  $10,000  CMP  be 
levied  against  William  C.  Sarsfield,  former  chairman  of 
the  board  of  Sequoia  National  Bank,  San  Francisco, 
California.  The  ALJ  had  found  that  Sarsfield  violated  the 
terms  of  a  consent  order  to  cease  and  desist  entered 
into  by  the  bank  in  March  1992.  The  ALJ  found  that  he 
failed  to  ensure  that  the  bank  maintain  an  adequate 
liquidity  level  and  reduce  its  level  of  volatile  deposits, 
adequately  revise  its  loan  policy  and  allowance  for  loan 
and  lease  losses  methodology,  and  reduce  the  number 
of  its  credit  and  collateral  exceptions.  In  addition  to 
affirming  the  ALJ’s  findings,  the  Comptroller  also  found 
that  Sarsfield  failed  to  ensure  that  the  bank  maintain  its 
tier  1  capital  at  the  level  required  by  the  consent  order, 
and  failed  to  adequately  revise  its  loan  portfolio  review 
function.  The  decision  has  been  appealed  to  the  9th 
Circuit. 

In  July  1995  and  November  1995,  a  former  chairman 
of  the  board,  a  former  president  and  a  former  director 
of  a  national  bank  each  consented  to  pay  CMPs  rang¬ 
ing  from  $12,500  to  $40,000.  The  former  chairman  of 
the  board  also  consented  to  a  prohibition.  These  indi¬ 
viduals  allegedly  violated  a  formal  agreement,  and  the 
laws  governing  transactions  with  insiders  and  affiliates 
and  engaged  in  unsafe  and  unsound  real  estate  lend¬ 
ing  that  included  nominee  loan  schemes  benefitting  the 
chairman  and  two  other  directors. 

In  August  1995,  a  former  assistant  vice  president  and 
loan  officer  consented  to  a  prohibition  and  CMP  of 
$5,000.  As  manager  for  the  bank's  floor  plan  opera¬ 
tions,  this  officer  was  alleged  to  have  engaged  in 
unsafe  and  unsound  practices  and  breaches  of  fiduci¬ 
ary  duty  that  caused  the  bank  losses  of  $1 .3  million.  He 
allegedly  concealed  unauthorized  extensions  of  credit 
in  a  suspense  account,  and  also  permitted  a  substan¬ 
tial  number  of  floor  plan  collateral  vehicles  to  be  miss¬ 
ing  from  a  borrower’s  inventory  without  independently 
investigating  and  verifying  the  borrower’s  explanations 
for  the  missing  vehicles. 

On  August  25,  1995,  a  former  president,  chief  execu¬ 
tive  officer,  and  director  of  a  failed  national  bank  con¬ 
sented  to  a  prohibition  from  lending  before  the  receipt 
of  a  notice  of  charges  and  to  the  assessment  of  a 
$75,000  CMP  suspended  due  to  his  inability  to  pay.  The 
OCC  alleged  that  he  had  engaged  in  serious  lending 
irr  it  violations,  a  Regulation  O  violation,  a  securities  law 
violation  involving  "marking  the  close"  of  bank  stock, 


appraisal  violations  and  numerous  unsafe  and  unsound 
banking  practices. 

On  September  7,  1995,  the  Comptroller  issued  a  final 
decision  affirming  a  recommended  decision  issued  by 
the  administrative  law  judge  on  April  4,  1 995.  The  ALJ’s 
decision  recommended  that  William  Vasa,  a  former  vice 
president  and  loan  officer  at  the  First  National  Bank  of 
Southeast  Denver,  Denver,  Colorado,  be  prohibited 
from  banking  and  that  he  be  required  to  make  full 
restitution  to  the  bank.  The  OCC  had  alleged  that  Mr. 
Vasa  originated  fictitious  loans  and  appropriated  the 
loan  proceeds.  The  ALJ  found  that  Mr.  Vasa  engaged 
in  unsafe  or  unsound  practices,  breached  his  fiduciary 
duty  to  the  bank,  acted  with  a  reckless  disregard  for  the 
law,  and  was  unjustly  enriched.  The  Comptroller  or¬ 
dered  that  he  pay  $61,548.52  in  restitution,  including 
accrued  interest,  and  that  he  provide  guarantees 
against  additional  loss.  The  prohibition  matter  was  cer¬ 
tified  to  the  Federal  Reserve  Board  for  a  final  decision. 
On  October  10,  1995,  the  Board  of  Governors  of  the 
Federal  Reserve  issued  an  order  prohibiting  Mr.  Vasa 
from  banking. 

In  October  1995,  a  former  cashier  and  vice  president 
of  a  national  bank  consented  to  a  prohibition  and  to  pay 
$10,000  in  restitution  to  the  bank.  The  OCC  alleged  that 
the  cashier  fraudulently  created  numerous  loans  the 
proceeds  of  which  she  used  to  pay  off  other  defaulted 
loans,  so  that  the  bank’s  assets  would  appear  healthy 
and  profitable.  As  a  result  of  this  scheme,  the  bank 
allegedly  suffered  losses  of  over  $300,000.  Though  the 
bank  was  able  to  recover  much  of  this  loss  from  its 
insurance  policy,  the  policy  had  a  $10,000  deductible 
feature. 

In  November  1 995,  the  former  president  of  a  failed  bank 
consented  to  a  prohibition  from  banking  and  restitution 
that  was  suspended  due  to  his  inability  to  pay.  The 
former  president  was  alleged  to  have  originated  loans 
in  the  names  of  bank  customers  when  the  officer  knew 
the  proceeds  would  benefit  persons  not  identified  in  the 
loan  documents.  Often  the  loans  were  originated  with¬ 
out  knowledge  or  consent  of  the  named  borrowers. 
Neither  the  named  borrowers  nor  actual  beneficiaries 
possessed  the  capacity  to  repay  the  loans  and  as  a 
result,  the  bank  incurred  substantial  loan  losses  which 
led  to  its  failure. 

On  November  6,  1995,  an  administrative  hearing  was 
begun  relating  to  prohibition  and  CMP  actions  against 
Robert  L.  Jackson,  Jr.  and  James  J.  Levitt,  former 
directors  of  the  First  National  Bank  of  Shawnee  Mission, 
Fairway,  Kansas.  The  OCC  alleges  that  Jackson  and 
Levitt  violated  laws  and  regulations  governing  loans  to 
insiders  and  bank  affiliates,  violated  a  formal  agree¬ 
ment  between  the  bank  and  the  OCC,  engaged  in 
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unsafe  or  unsound  practices,  and  breached  their  fidu¬ 
ciary  duty  to  the  bank.  The  OCC  is  seeking  a  prohibition 
and  CMP  of  $200,000  from  Jackson,  and  a  CMP  of 
$100,000  and  prohibition  from  Levitt. 

In  November  1995,  the  OCC  negotiated  settlements 
ranging  from  $9,000  to  $40,500,  in  a  civil  money  penalty 
and  restitution  action  against  five  outside  directors  of  a 
bank.  The  directors  allegedly  violated  12  U.S.C.  84  by 
approving  loans  to  two  closely  related  builders,  each 
just  under  the  bank’s  lending  limit.  The  two  builders  had 
been  constituted  as  one  firm  until  shortly  before  the  loan 
was  approved,  and  were  using  the  proceeds  to  con¬ 
struct  one  housing  development,  necessitating  aggre¬ 
gation  of  the  loans.  When  aggregated,  the  loans  were 
nearly  twice  the  bank’s  legal  lending  limit. 


In  December  1995,  a  former  cashier  consented  to  pay  a 
CMP  of  $3,500.  The  cashier  allegedly  had  participated  in 
the  bank’s  preparation  of  call  reports  for  three  quarters 
with  significant  and  material  errors.  The  errors  were 
caused  in  part  by  the  cashier’s  failure  to  supervise  the 
bank’s  reconciliation  of  critical  general  ledger  accounts. 
The  resulting  imbalances  were  so  severe  that  OCC  exam¬ 
iners  postponed  their  examination  until  the  discrepancies 
in  the  bank’s  financial  records  were  reconciled. 

On  December  19,  1995,  a  federal  branch,  consented 
to  a  cease  and  desist  order  requiring  it  to  maintain 
certain  asset  maintenance  and  liquidity  ratios  and  re¬ 
stricting  its  transactions  with  affiliates.  The  order  was 
imposed  following  central  bank  intervention  into  the 
operations  of  the  branch’s  foreign  parent. 
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Appeals  Process 


Case  One:  Appeal  of  Report  of 
Examination 

Background 

A  bank  appealed  the  finding  in  its  most  recent  report  of 
examination  that  it  violated  12  USC  78  by  having  an 
investment  broker  serve  as  a  director  of  the  bank.  The 
individual  is  a  “retail  investment  executive”  for  a  na¬ 
tional  brokerage  firm.  As  such,  he  executes  orders  for 
the  purchase  and  sale  of  securities  on  a  daily  basis.  His 
responsibilities,  however,  are  not  solely  limited  to  this 
function.  The  bank  argues  that  the  individual  can  serve 
as  a  bank  director  because  the  brokerage  firm  does  not 
meet  the  10  percent  rule  test  and,  alternatively,  the 
individual  qualifies  for  the  "broker  exception”  to  1 2  USC 
78. 

Discussion 

According  to  12  USC  78: 

No  officer,  director,  or  employee  of  any  corpora¬ 
tion  or  unincorporated  association,  no  partner  or 
employee  of  any  partnership,  and  no  individual, 
primarily  engaged  in  the  issue,  flotation,  under¬ 
writing,  public  sale,  or  distribution,  at  wholesale 
or  retail,  or  through  syndicate  participation,  of 
stocks,  bonds,  or  other  similar  securities,  shall 
serve  the  same  time  as  an  officer,  director,  or  an 
employee  of  any  member  bank  except  in  limited 
classes  of  cases  in  which  the  Board  of  Governors 
of  the  Federal  Reserve  System  may  allow  such 
service  by  general  regulations  when  in  the  judg¬ 
ment  of  the  said  Board  it  would  not  unduly  influ¬ 
ence  the  investment  policies  of  such  member 
bank  or  the  advice  it  gives  its  customers  regard¬ 
ing  investments. 

The  Supreme  Court  interpreted  the  phrase  “primarily 
engaged”  in  a  1947  case.  In  its  decision,  the  Court  held 
that  an  activity  “may  be  primary.  .  .  if  it  is  substantial,” 
even  if  it  is  not  the  largest  or  most  important  activity 
( Board  of  Governors  of  the  Federal  Reserve  System  v. 
Agnew ,  329  U.S.  441, 446-47,  1947). 

The  Federal  Reserve  Board  (FRB)  has  further  defined 
“primarily  engaged”  through  orders  and  interpretive 
opinions.  In  1958,  the  FRB  published  a  list  of  nine 
factors  it  would  consider  in  determining  whether  an 
entity  was  primarily  engaged  in  ineligible  securities 


activities.  These  factors  included  the  dollar  volume, 
gross  revenue,  percentage  volume,  and  percentage 
revenue  from  ineligible  securities  activities,  the  entity’s 
market  share  in  performing  these  activities,  and  other 
factors  such  as  whether  the  entity  had  separate  depart¬ 
ments  for  these  activities  (1  Federal  Reserve  Regula¬ 
tory  Service  3-895).  A  1981  FRB  staff  opinion  provided 
a  less  complicated  alternative  test.  Referred  to  as  “the 
10  percent  rule,”  this  opinion  stated  the  following: 

The  Board  generally  has  determined  that  a  secu¬ 
rities  firm  that  receives  10  percent  of  its  gross 
income  from  [12  USC  78]  business  is  “primarily 
engaged”  within  the  meaning  of  the  statute  (1 
FRRS  3-939). 

The  term  “ineligible  securities  activities”  is  defined  as 
follows: 

...  the  Board  is  of  the  opinion  that  when  a  firm  is 
doing  any  significant  amount  of  business  as  a 
dealer  or  underwriter,  then  investments  for  the 
firm’s  own  account  should  be  taken  into  consid¬ 
eration  in  determining  whether  the  firm  is  “primar¬ 
ily  engaged”  in  the  activities  described  in  [12 
U.S.C.  78],  The  division  into  dealing  for  one’s  own 
account,  and  dealing  with  customers,  is  a  highly 
subjective  one,  and  although  a  particular  firm  or 
individual  may  be  quite  scrupulous  in  separating 
the  two,  the  opportunity  necessarily  exists  for  the 
kind  of  abuse  at  which  the  statute  is  directed.  The 
act  is  designed  to  prevent  situations  from  arising 
in  which  a  bank  director,  officer,  or  employee 
could  influence  the  bank  or  its  customers  to  invest 
in  securities  in  which  his  firm  has  an  interest, 
regardless  of  whether  he,  as  an  individual,  is  likely 
to  do  so  (12  CFR  218.110;  see  also  1  FRRS 
3-939). 

Thus  any  10  percent  rule  calculations  should  include 
all  of  the  brokerage  firm’s  corporate  securities  principal 
transactions  —  which  should  cover  both  the  brokerage 
firm’s  dealing  activities  and  its  own  investments. 

The  individual  submitted  a  letter  to  the  bank  which 
seems  to  support  the  bank’s  revenue  argument  by 
showing  that  corporate  underwriting  generated  less 
than  10  percent  of  the  brokerage  firm's  net  income. 
However,  the  individual  did  not  include  the  principal 
transaction  revenues  generated  by  corporate  securi¬ 
ties  in  his  net  revenue  calculations.  FRB  interpretations 
include  underwriting,  dealing,  and  investments  for  a 
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firm's  own  account  —  general  principal  transactions  — 
in  determining  whether  an  entity  is  “primarily  engaged” 
in  ineligible  securities  activities.  According  to  the  five- 
year  financial  summary  in  the  brokerage  firm’s  1994 
annual  report,  the  combination  of  its  corporate  securi¬ 
ties  underwriting"  fees  and  corporate  securities  “prin¬ 
cipal  transaction"  revenues  accounted  for  more  than  1 0 
percent  of  its  gross  annual  income  for  each  of  the  last 
five  years  (1994:  12.9  percent,  1993:  15.9  percent, 
1992:  16.7  percent,  1991 :  17.8  percent,  and  1990:  12.3 
percent)  Consequently,  the  brokerage  firm  is  “primarily 
engaged”  in  ineligible  securities  activities. 

The  bank  also  presents  the  “brokers  exception”  found 
in  12  CFR  21 8. 1  ,n.  1 .  This  regulation  states  the  follow¬ 
ing: 

[a]  broker  who  is  engaged  solely  in  executing 
orders  for  the  purchase  and  sale  of  securities  on 
behalf  of  others  in  the  open  market  is  not  engaged 
in  the  business  referred  to  in  [12  USC  78], 

There  are  two  primary  reasons  why  this  exception  does 
not  apply  to  the  individual  in  this  case.  First,  the  individ¬ 
ual’s  brokerage  firm  duties  “are  not  solely  limited  to” 
broker  activities.  Second,  even  if  the  individual  en¬ 
gaged  solely  in  executing  orders  for  others,  the  broker 
exception  would  still  not  allow  him  to  serve  as  a  bank 
director.  The  broker  exception  simply  states  that  an 
individual  who  engages  solely  in  broker  activities  is  not 
an  individual  “engaged  primarily”  in  ineligible  securi¬ 
ties  activities.  This  exception  still  leaves  the  prohibition 
against  employees  of  corporations  and  partnerships 
that  do  primarily  engage  in  ineligible  activities  —  the 
situation  here. 

Conclusion 

The  ombudsman  concluded  that  the  individual  is  pro¬ 
hibited  from  serving  as  a  director  of  the  bank  so  long 
as  he  remains  an  employee  of  the  brokerage  firm. 
However,  nothing  in  the  statute  prohibits  the  individual 
from  serving  as  an  advisory  director  to  the  bank  pursu¬ 
ant  to  12  CFR  7.41 10  and  1  FFRS  3-936.1.  As  an 
alternative,  the  bank  may  consider,  if  it  desires,  appoint¬ 
ing  the  individual  as  an  advisory  director  of  the  bank. 

Case  Two:  Appeal  of  Violation 

A  bank  appealed  to  the  ombudsman  a  violation  of  12 
CFR  9  12  (a)  cited  in  its  1993  report  of  examination 
(ROE  )  In  response  to  the  ROE,  the  bank  first  sought 
relief  from  the  supervisory  office  by  making  a  request 
for  ari  interpretive  ruling  The  supervisory  office, 
through  district  counsel,  upheld  the  examination  results 


in  that  first-tier  appeal.  In  1995,  the  bank  made  a  formal 
second-tier  appeal  to  the  ombudsman  that  requested 
a  review  of  the  conflict  of  interest  issues  in  its  method 
of  utilizing  the  services  of  its  third-party  provider  of 
discount  brokerage  services  for  the  settlement  of  the 
fiduciary  security  transactions. 

Background 

The  bank  wanted  to  continue  to  use  its  unaffiliated 
third-party  provider  to  transact  discount  brokerage 
services  for  the  bank’s  trust  department.  The  contrac¬ 
tual  agreement  allowed  trades  only  for  nondiscretion¬ 
ary  trust  accounts  and  bank  accounts.  No  trading  in 
discretionary  trust  accounts  was  permitted  under  the 
agreement.  Under  the  terms  of  this  agreement,  the 
bank  received  50  percent  of  the  brokerage  commis¬ 
sions. 

The  bank  also  shared  in  brokerage  commissions  that 
were  charged  discretionary  trust  accounts  by  the  unaf¬ 
filiated  third-party  broker  for  services  the  broker  ren¬ 
dered  to  those  trust  accounts.  These  trades  are  not 
governed  by  the  bank's  contract  with  the  third-party 
broker.  However,  under  the  bank’s  commission  ar¬ 
rangement  with  the  discount  brokerage,  the  bank  re¬ 
ceived  a  flat  fee  for  each  discretionary  trust  transaction. 
The  bank  provided  information  that  indicated  that  it  did 
not  “profit”  from  this  type  of  trust  transaction  but  that  the 
fee  represented  only  a  partial  recovery  of  the  bank's 
cost  to  process  a  trade.  The  bank  also  provided  a 
comparison  of  other  brokerage  commission  alterna¬ 
tives  that  indicated  that  its  provider  was  cost  effective. 
Lastly,  the  bank’s  contract  with  its  brokerage  provider 
did  not  contain  any  activity-based  escalator  clauses. 

Discussion 

Regulation  12  CFR  9.12  (a)  states: 

Unless  lawfully  authorized  by  the  instrument  cre¬ 
ating  the  relationship,  or  by  court  order  or  by  local 
law,  funds  held  by  a  national  bank  as  fiduciary 
shall  not  be  invested  in  stock  or  obligations  of,  or 
property  acquired  from,  the  bank  or  its  directors, 
officers,  or  employees  or  individuals  with  whom 
there  exists  such  a  connection,  or  organization  in 
which  there  exists  such  an  interest,  as  might  affect 
the  exercise  of  the  best  judgment  of  the  bank  in 
acquiring  the  property,  or  in  stock  or  obligation  of, 
or  property  acquired  from,  affiliates  of  the  bank  or 
their  directors,  officers  or  employees. 

The  OCC  enacted  12  CFR  9.12  (a)  to  codify  for  nation¬ 
ally  chartered  banks  the  pervasive  state  common  law 
principle  that  trustees  owe  their  trust  beneficiaries  a 
duty  of  loyalty.  The  duty  of  loyalty  is  a  basic,  underlying 
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tenet  of  the  common  law  of  trusts.  A  trustee’s  duty  of 
loyalty  requires  the  trustee  to  avoid  transactions  that, 
as  the  regulation  states,  “might”  cause  the  trustee  to 
disregard  or  ignore  the  trust  beneficiaries’  interests. 

OCC  Fiduciary  Precedent  9.3905  identifies  the  exist¬ 
ence  of  a  conflict  of  interest  when  a  bank  uses  a 
brokerage  service  to  execute  trades  for  the  bank’s  trust 
accounts  when  the  bank  also  receives  “a  share  of  the 
commissions  or  other  consideration”;  a  flat  transaction 
fee  should  certainly  qualify  as  “other  consideration.” 
Fiduciary  Precedent  9.3905  further  states  that: 

A  brokerage  service  may  be  used  for  fiduciary 
accounts  if  the  bank  receives  no  compensation 
from  the  broker  and  fiduciary  accounts  receive 
best  execution.  If  the  bank  receives  compensa¬ 
tion  in  any  form,  then  the  trust  customers  must 
provide  specific  written  authorization  to  use  the 
brokerage  firm  after  being  provided  with  full  dis¬ 
closure  of  the  arrangement. 

Thus,  the  bank  has  violated  12  CFR  9.12(a)  through  its 
use  of  the  third-party  broker  to  effect  trades  for  the 
bank’s  discretionary  fiduciary  accounts,  but  not  be¬ 
cause  the  third-party  broker  is  somehow  “affiliated”  with 
the  bank.  It  is  the  bank’s  receipt  of  a  flat  fee  from  the 
third-party  broker  for  each  fiduciary  account  transac¬ 
tion  that  causes  the  transactions  to  be  in  violation  of 
section  9.12  (a).  Key  to  this  discussion  is  the  fact  that 
the  bank  already  charges  a  trustee  fee  to  cover  just 
such  expenses.  The  bank’s  brokerage  agreement  with 
the  third-party  broker  alone  would  not  make  the  broker 
a  bank  “related,”  “affiliated,”  or  “in-house”  brokerage 
service  as  the  ROE  implied. 

The  OCC  has  previously  reviewed  conflicts  of  interest 
where  an  unaffiliated  broker  in  a  contractual  relation¬ 
ship  with  a  bank  executes  trades  for  trust  accounts, 
even  when  no  fee  is  imposed.  The  contractual  relation¬ 
ships  are  similar  in  this  situation;  however,  the  appeal¬ 
ing  bank  received  a  flat  fee.  Notwithstanding  the 
absence  of  any  fee  to  the  bank  for  trust  account  trades, 
the  OCC  previously  concluded  that  there  is  a  potential 
for  indirect  benefit  to  the  bank  under  such  an  arrange¬ 
ment.  The  bank’s  contractual  arrangement  with  the 
third-party  broker  might  affect  the  trust  department’s 
ability  to  make  brokerage  choices  that  are  based  ex¬ 
clusively  on  the  best  interest  of  its  trust  customers,  even 
if  the  bank  received  no  portion  of  the  commission  from 
the  trust  account  trades.  The  size  of  the  bank’s  contrac¬ 
tual  share  of  the  broker’s  commissions  from  the  nontrust 
account  trades  might  have  been,  or  may  continue  to  be 
influenced  by  the  broker’s  ability  to  generate  revenues 
from  the  trust  department.  Also,  the  existence  of  the 
contractual  relationship  between  the  bank  and  the  bro¬ 


ker  might  be  dependent  on  the  broker  receiving  reve¬ 
nues  from  trust  accounts.  The  bank  may  be  placed  in 
a  position  where  its  judgment  concerning  which  broker 
to  use  for  trust  account  trades  may  be  unduly  influ¬ 
enced  by  the  desire  to  maintain  the  contractual  relation¬ 
ship  with  the  third-party  broker.  The  absence  of  a 
volume-related  commission  scheme  does  not  preclude 
the  potential  for  indirect  benefit  to  the  bank. 

Conclusion 

The  ombudsman  decided  that  the  bank’s  retention  of 
the  brokerage  fee  from  the  third-party  provider  does 
constitute  a  violation  of  12  CFR  9.12  (a).  To  avoid  a 
violation,  the  bank  must  meet  one  of  the  exceptions 
explicitly  stated  in  section  9.12  (a)  or  obtain  the  in¬ 
formed  consent  of  its  trust  customers. 

The  ombudsman  also  provided  an  alternative  solution 
for  the  bank  to  avoid  a  violation  of  section  9.12.  The 
bank  could  give  each  fiduciary  account  the  flat  fees  it 
collected  from  the  trades  made  for  that  account.  In  this 
manner,  the  bank  would  not  be  receiving  any  compen¬ 
sation  from  the  third-party  broker  for  placing  the  bank’s 
discretionary  accounts’  trades.  This  potential  solution 
will  only  be  appropriate  as  long  as  the  bank  makes 
certain  representations  and  adheres  to  them.  These 
representations  include: 

The  bank  is  crediting  whatever  benefits  it  is  re¬ 
ceiving  from  the  third-party  broker  to  its  trust 
accounts.  In  the  appeal  letter,  the  bank  repre¬ 
sented  that  the  only  benefit  the  bank  receives  from 
the  third-party  broker  for  the  discretionary  trust 
trades  was  a  flat  fee  per  trade.  Therefore,  if  the 
bank  gives  these  fees  to  the  trust  account  whose 
trades  generated  the  fees  for  the  bank  and  the 
bank  seeks  best  execution  for  its  trust  account 
trades,  then  the  potential  conflict  of  interest  is  so 
minimal  that  the  OCC  would  permit  this  activity. 
However,  if  the  bank  begins  receiving  additional 
benefits,  either  directly  or  indirectly  from  these 
trades,  then  the  OCC  would  have  to  review  the 
situation  in  light  of  the  additional  benefits  and  the 
potential  conflicts  they  represent. 

The  bank  must  continue  to  seek  best  execution 
on  all  its  discretionary  trust  account  trades.  While 
the  bank  represented  that  the  third  party  broker 
currently  offers  the  least  expensive  brokerage 
service,  if  this  situation  changes  and  a  different 
brokerage  service  offers  better  rates,  then  the 
bank  would  have  a  duty  to  seek  best  execution 
with  the  other  brokerage  service  -  assuming  that 
there  are  no  other  considerations  that  would  keep 
the  bank  from  using  that  brokerage  service. 
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Case  Three:  Appeal  of  Violations 

Background 

A  national  bank  was  cited  for  violations  of  12  CFR 
226.18(b)  Truth  in  Lending  —  Amount  Financed,  12 
CFR  226.18  (d)  Truth  in  Lending  —  Finance  Charges, 
and  12  CFR  226.18  (e)  Truth  in  Lending  —  Annual 
Percentage  Rates  in  its  report  of  examination.  The  Truth 
in  Lending  disclosures  for  interim  construction  loans 
did  not  accurately  reflect  the  amount  financed,  finance 
charges,  or  annual  percentage  rates.  The  bank  was 
informed  that  these  violations  required  reimbursement 
under  15  USC  1607  (e)(1)  Truth  in  Lending  Simplifica¬ 
tion  and  Reform  Act  and  was  provided  the  policy  guide 
agreed  to  by  the  five  federal  financial  regulatory  agen¬ 
cies  which  summarizes  the  reimbursement  provisions 
of  the  act.  The  bank  made  a  formal  appeal  to  the 
ombudsman  to  determine  1 )  if  the  violations  of  Regula¬ 
tion  Z  actually  occurred  and  2)  if  the  bank  had  any 
discretion  in  calculating  the  reimbursement  amounts. 

Discussion 

The  bank  offers  only  the  interim  construction  financing 
loans.  Other  financial  institutions  provide  the  perma¬ 
nent  financing.  While  12  CFR  226.17  (c)  Basis  of  dis¬ 
closure  and  use  of  estimates  deals  with  interim 
construction  loans,  Appendix  D  of  Regulation  Z  ad¬ 
dresses  the  proper  disclosure  of  multiple  advance  con¬ 
struction  loans.  Since  the  bank  does  not  provide  the 
permanent  financing  for  its  construction  loans,  Part  I  of 
Appendix  D  must  be  used  to  estimate  the  interest 
portion  of  the  finance  charge  and  the  APR  to  make 
disclosures.  Part  I  states: 

Part  I  -  Construction  Period  Disclosed  Separately 

A.  If  interest  is  payable  only  on  the  amount  actu¬ 
ally  advanced  for  the  time  it  is  outstanding: 

1 .  Estimated  interest  —  Assume  that  one  half 
of  the  commitment  amount  is  outstanding  at 
the  contract  interest  rate  for  the  entire  con¬ 
struction  period. 

2.  Estimated  annual  percentage  rate  —  As¬ 
sume  a  single  payment  loan  that  matures  at 
the  end  of  the  construction  period.  The  fi¬ 
nance  charge  is  the  sum  of  the  estimated 
interest  and  any  prepaid  finance  charge. 

The  amount  financed  for  computation  pur¬ 
poses  is  determined  by  subtracting  any  pre¬ 
paid  finance  charge  from  one-half  of  the 
commitment  amount 


3.  Repayment  schedule  —  The  number  and 
amounts  of  any  interest  payments  may  be 
omitted  in  disclosing  the  payment  schedule 
under  12  CFR  226.18(g).  The  fact  that  inter¬ 
est  payments  are  required  and  the  timing  of 
such  payments  shall  be  disclosed. 

4.  Amount  financed  —  The  amount  financed 
for  disclosure  purposes  is  the  entire  commit¬ 
ment  amount  less  any  prepaid  finance 
charges. 

On  all  of  the  interim  construction  loans  the  bank’s 
estimated  interest  was  calculated  by  multiplying  the 
contract  interest  rate  times  the  total  commitment  times 
the  number  of  days  of  the  commitment  divided  by  365. 
This  led  to  an  overstatement  of  the  interest  portion  of 
the  finance  charge.  The  bank  disclosed  the  contract 
interest  rate  as  the  annual  percentage  rate  (APR), 
which  resulted  in  an  understatement  of  the  APR.  The 
bank  did  not  add  the  origination  fee  (a  prepaid  finance 
charge)  to  the  estimated  interest  when  disclosing  the 
finance  charge  and  no  repayment  scheduled  was  dis¬ 
closed.  The  bank  disclosed  the  amount  financed  as  the 
total  commitment  when  the  prepaid  finance  charge  (in 
the  form  of  an  origination  fee)  should  have  been  sub¬ 
tracted  from  the  commitment  amount. 

Conclusion 

The  appeal  argued  that  while  the  Regulation  Z  disclo¬ 
sures  had  not  been  accurate,  the  customers  were  fully 
aware  of  the  cost  of  obtaining  the  interim  construction 
loans.  Although  the  origination  fees  were  disclosed  (but 
not  included  in  the  calculation  of  the  APR  or  subtracted 
from  the  amount  financed),  the  inaccurate  calculations 
constitute  Regulation  Z  violations;  therefore,  reimburse¬ 
ment  of  the  affected  accounts  will  be  necessary. 

The  appeal  requested  the  ability  to  figure  reimburse¬ 
ment  on  the  actual  annual  percentage  rate  (APR)  ver¬ 
sus  the  disclosed  APR.  Using  the  OCC's  RE 
Construction  Loan  APR  software  program,  reimburse¬ 
ment  is  figured  on  the  proper  disclosure  versus  the 
actual  disclosure.  The  Examiner’s  Guide  to  Consumer 
Compliance  includes  a  question  and  answer  section. 
Based  on  question  number  10  after  the  Truth  in  Lending 
Act  section,  the  bank  is  allowed  an  option  in  figuring 
reimbursement  on  multiple-advance  loans.  It  states: 

10.  How  will  disclosures  containing  information 
properly  estimated  under  12  CFR  226.5(c),  12 
CFR  226.17(c),  and  Appendix  D  be  treated  for 
reimbursement  determinations  and  computa¬ 
tions? 
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Answer  -  If  an  APR  or  finance  charge  is  in  error  for 
any  reason  other  than  a  properly  made  estimate, 
the  determination  of  whether  the  error  constitutes 
a  reimbursable  overcharge  will  be  made  using  the 
estimated  information  as  disclosed.  At  the  credi¬ 
tor’s  option,  reimbursement  will  be  based  on 
either: 

•  The  actual  amount  of  loan  advances,  with  con¬ 
sideration  given  to  the  amount  and  the  dates 
payments  were  actually  made  by  the  borrower, 
or; 

•  The  disclosed  amounts  or  time  intervals  be¬ 
tween  advances  and  between  payment. 

The  basis  selected  shall  be  applied,  using  the 
lump  sum  or  lump  sum/payment  reduction 
method  (at  the  creditor’s  discretion),  to  all  loans 
of  the  same  type  subject  to  reimbursement. 

Case  Four:  Appeal  of  Referral  of 
Compliance  Issues 

Background 

A  bank  appealed  to  the  ombudsman  for  a  review  of  an 
OCC  decision  to  refer  examination  findings  to  another 
regulatory  agency  regarding  certain  customer  transac¬ 
tions.  In  the  course  of  evaluating  the  bank’s  compliance 
systems,  the  examiners  identified  several  accounts 
raising  compliance  issues  and  these  matters  were 
noted  in  the  examination  report.  The  OCC  initially  con¬ 
cluded  a  referral  was  appropriate  based  upon  these 
possible  compliance  issues.  The  bank  was  already 
aware  of  a  relevant  pending  investigation  by  the  other 
regulatory  agency  and  was  submitting  documents  to 
that  agency  on  an  ongoing  basis.  The  regulatory 
agency  had  also  previously  submitted  an  access  re¬ 
quest  to  the  OCC  requesting  examination  findings  and 
related  materials. 

Bank  management  appealed  the  examination  findings 
for  two  reasons:  (1)  based  on  their  view  that  a  formal 
referral  to  the  other  regulatory  agency  was  unneces¬ 
sary  and  inappropriate;  and  (2)  arguing  that  a  referral 
would  be  inconsistent  with  OCC  policy.  Bank  manage¬ 
ment  considered  a  referral  to  be  unnecessary  and 


inappropriate  because  they  contended  the  underlying 
transactions  were  in  compliance  with  applicable  stand¬ 
ards.  The  bank  contended  the  examiners  never  made 
a  final  determination  that  the  transactions  in  question 
were  in  fact  noncomplying.  Bank  management  also 
considered  a  referral  to  be  inconsistent  with  OCC’s 
referral  policy.  The  bank  contended  that  in  the  absence 
of  a  finding  by  the  examiners  that  a  law  was  violated,  a 
referral  to  another  regulatory  agency  was  not  appropri¬ 
ate. 

Discussion 

The  OCC’s  examination  policy  in  this  compliance  area 
is  first  to  assess  whether  systems  are  adequate.  In 
order  to  make  this  determination,  examiners  typically 
sample  and  review  transactions.  If  those  files  are  in¬ 
complete,  examiners  customarily  request  additional 
information  from  the  bank.  These  procedures  were 
followed  in  this  case.  During  the  course  of  reviewing 
certain  files,  the  OCC  examiners  identified  several  files 
that  raised  compliance  issues.  The  examiners  did  not 
reach  any  definitive  conclusions  concerning  these 
transactions.  These  transactions  were  noted  in  the 
examination  report  as  raising  compliance  issues.  Criti¬ 
cisms  of  the  bank’s  overall  compliance  systems  were 
also  noted  more  extensively  in  the  examination  report. 

Conclusion 

The  ombudsman  decided  that  the  supervisory  office 
should  remove  certain  language  from  the  examination 
report  that  raises  questions  about  compliance  in  indi¬ 
vidual  transactions  because  the  examiners  did  not 
reach  any  final  conclusions  concerning  those  ac¬ 
counts.  The  language  in  the  examination  report  that 
criticizes  the  bank’s  systems  and  controls  will  remain. 
Therefore,  removal  of  the  language  about  individual 
transactions  from  the  examination  report  does  not  in 
any  way  undermine  or  lessen  the  examining  team’s 
criticism  of  the  bank’s  compliance  practices.  Docu¬ 
mentation  and  analysis  of  these  criticisms  will  also 
remain  in  the  work  papers. 

The  ombudsman  determined  there  is  no  reason  to 
formally  refer  the  examination  report  to  the  other  regu¬ 
latory  agency  because  the  OCC  will  provide  it  and  any 
other  relevant  exam  information  to  that  agency  pursu¬ 
ant  to  its  pending  access  request. 


Quarterly  Journal,  Vol.  1 5,  Mo.  1 ,  March  1 996  75 


International  Supervisory  Activities 


Supervisory  Agreement  Between 
the  United  States  and  Germany 

Through  an  exchange  of  letters,  the  Bundesaufsicht- 
samt  fur  das  Kreditwesen  (BAK-the  German  Banking 
Supervisory  Office)  and  the  Office  of  the  Comptroller  of 
the  Currency  (OCC)  and  the  Board  of  Governors  of  the 
Federal  Reserve  System  (the  Board)  reached  an  agree¬ 
ment  whereby  the  German  subsidiaries  and  branches 
of  U.S. -based  banks  will  be  permitted  to  employ  data 
processing  facilities  located  in  the  United  States  for 
accounting  or  trading  purposes,  as  long  as  those  facili¬ 
ties  are  supervised  by  either  the  OCC  or  the  Board, 
rather  than  continuing  to  be  required  to  employ  data 
processing  facilities  located  only  in  Germany.  This  ar¬ 
rangement  is  similar  to  the  treatment  of  banks  incorpo¬ 
rated  in  a  member  state  of  the  European  Union  and  is 
subject  to  banks’  providing  appropriate  assurances  to 
the  BAK  with  regard  to  access  to  information,  account¬ 
ing  and  audit  procedures,  timely  filing  of  reports,  and 
system  security.  The  text  of  the  final  exchange  of  letters 
between  the  United  States  and  Germany  follows. 

★  ★  ★ 

October  26,  1995 

Mr.  Jochen  Sanio 
Departmental  President 
Bundesaufsichtsamt  fur  das  Kreditwesen 
Gardeschutzenweg  71-101 
D-12203  Berlin,  Germany 

Dear  Mr.  Sanio: 

We  are  pleased  to  respond  to  your  letter  of  September 
9,  1994,  reflecting  the  agreement  in  principle  that  the 
Bundesaufsichtsamt  fur  das  Kreditwesen  (“BAK”) 
would  permit  German  subsidiaries  and  branches  of 
U.S.  banks  to  employ  data  processing  facilities  located 
in  the  United  States  for  accounting  or  trading  purposes, 
as  long  as  those  facilities  are  provided  by  U.S.  offices 
or  affiliates  of  the  bank  and  are  supervised  by  the 
appropriate  U.S.  banking  supervisory  authorities.  We 
understand  that  similar  relief  has  already  been  pro¬ 
vided  to  banks  incorporated  in  a  member  state  of  the 
European  Union.  The  agreement  in  principle  was  sub¬ 
ject  to  the  provision  of  appropriate  assurances  to  the 
BAK  with  regard  to  a  number  of  matters,  which  are  set 
out  in  your  letter  dated  September  9,  1994,  and  relate 
to,  among  other  things,  access  to  information,  account¬ 


ing  and  audit  procedures,  timely  filing  of  reports,  and 
system  security. 

Staff  of  the  Board  of  Governors  of  the  Federal  Reserve 
System  (Federal  Reserve)  and  the  Office  of  the  Comp¬ 
troller  of  the  Currency  (OCC)  have  raised  these  matters 
in  discussions  with  the  U.S.  banks  that  have  operations 
in  Germany.  The  U.S.  banks  have  represented  that  they 
would  be  able  to  comply  with  the  requirements  set  out 
in  Section  II  of  your  letter.  The  banks  have  also  noted 
thatthey  would  not  employ  U.S. -based  data  processing 
facilities  before  the  requirements  set  out  in  Section  III 
of  the  letter  have  been  fulfilled.  The  banks  do  not 
anticipate  any  difficulty  in  satisfying  these  require¬ 
ments. 

We  confirm  that  the  Federal  Reserve  and  the  OCC  have 
no  objection  to  the  use  of  U.S. -based  facilities  to  proc¬ 
ess  data  for  German  operations  of  U.S.  banks.  We  also 
confirm  that  any  facilities  used  by  U.S.  banks  to  proc¬ 
ess  such  data  will  be  subject  to  supervisory  oversight 
by  the  relevant  U.S.  banking  agency  consistent  with  the 
standards  applicable  to  such  facilities.  In  this  regard, 
U.S.  banking  agencies  examine  and  review  the  controls 
and  facilities  of  the  U.S.  banks  for  their  electronic  data 
processing.  Such  activities  must  conform  to  supervi¬ 
sory  requirements  regarding  protection  of  the  informa¬ 
tion  processed  and  the  maintenance  of  appropriate 
back-up  facilities  in  the  case  of  emergencies.  These 
requirements  are  set  out  in  the  examination  manual 
previously  provided  to  you. 

The  U.S. -based  facilities  owned  by  U.S.  bank  holding 
companies,  national  banks  and  state-member  banks 
may  be  included  in  the  annual  audit  (Jahresab- 
schluBprufung)  of  the  U.S.  bank  establishment  in  Ger¬ 
many  and  we  would  have  no  objection  to  their 
inspection  by  certified  public  accountants  or  repre¬ 
sentatives  of  the  BAK.  We  would  request  that  the  rele¬ 
vant  U.S.  banking  agency  be  notified  in  advance  of  a 
proposed  inspection. 

You  have  noted  that  it  is  important  that  the  change  in 
BAK  policy  in  relation  to  data  processing  in  the  United 
States  not  compromise  the  timely  submission  of  super¬ 
visory  and  statistical  reports  and  completion  of  the 
annual  audit  and  any  examinations  by  the  German 
authorities.  Staff  of  the  Federal  Reserve  and  OCC  agree 
that  such  prudential  concern  is  appropriate  and  ex¬ 
press  their  willingness  to  cooperate  with  German  bank¬ 
ing  supervisors  in  the  provision  of  information  relating 
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to  the  U  S. -based  data-processing  facilities  relevant  to 
supervision  of  German  operations  of  U.S.  banks. 

This  letter  provides  the  basis  for  the  establishment  of  a 
supervisory  framework  for  the  employment  of  U.S.- 
based  data  processing  facilities  by  German  subsidiar¬ 
ies  and  branches  of  U.S.  banks.  Upon  application  by  a 
U.S.  bank  establishment  in  Germany,  whose  U.S.  affili¬ 
ate  is  under  the  supervision  of  the  Federal  Reserve  or 
the  OCC,  to  utilize  the  affiliate’s  U.S. -based  data  proc¬ 
essing  facility,  we  understand  that  the  BAK  will  need  to 
obtain  from  the  Federal  Reserve  or  the  OCC  specific 
confirmation  as  to  the  application  of  the  terms  of  this 
letter  to  the  affiliate’s  U.S. -based  data  processing  facil¬ 
ity.  The  form  of  letter  that  will  be  used  to  provide  such 
confirmation  is  attached. 

The  Federal  Reserve  and  the  OCC  look  forward  to 
continued  cooperation  and  discussions  on  these  and 
other  supervisory  matters. 

Very  truly  yours, 

Susan  Krause 

Senior  Deputy  Comptroller  for 

Bank  Supervision  Policy 

Office  of  the  Comptroller  of  the  Currency 

Richard  Spillenkothen 
Director 

Division  of  Banking 

Supervision  and  Regulation 

Board  of  Governors  of  the  Federal  Reserve  System 

★  ★  ★ 

Attachment:  Sample  Confirmation  Letter 

Mr.  Jochen  Sanio 
Departmental  President 
Bundesaufsichsamt  fur  das  Kreditwesen 
Gardeschutzenweg  71-101 
D-12203  Berlin,  Germany 

Dear  Mr.  Sanio: 

This  is  in  response  to  your  letter  concerning  the  request 
of  a  German  subsidiary  or  branch  of  a  U.S.  bank  to 
utilize  data  processing  facilities  maintained  by  a  U.S. 
affiliate,  an  entity  regulated  by  the  Board  of  Governors 
of  the  Federal  Reserve  System  ("Federal  Reserve")  or 
the  Office  of  the  Comptroller  of  the  Currency  (“OCC”), 
for  processing  data  related  to  transactions  by  the  Ger¬ 
man  subsidiary  or  branch  of  the  U.S.  bank. 

Upon  review  of  our  files,  we  have  no  information  indi¬ 
cating  that  the  U  S  based  data  processing  facility  does 


not  adhere  to  the  procedures  intended  to  ensure  that 
the  relevant  data  are  completely  and  accurately  proc¬ 
essed  and  securely  maintained,  consistent  with  the 
standards  set  forth  under  the  laws  of  the  United  States. 
We  are  also  pleased  to  reassure  the  Bundesaufsich¬ 
samt  fur  das  Kreditwesen  (BAK)  that,  as  indicated  in 
our  letter  of  October  26,  1995,  we  do  not  object  to  the 
use  of  the  U.S. -based  processing  facility  for  processing 
data  related  to  transactions  conducted  by  the  German 
subsidiary  or  branch  of  the  U.S.  bank,  and  do  not  object 
to  the  inspection  of  the  U.S. -based  data  processing 
facility  by  authorized  representatives  of  BAK  or  by  the 
statutory  auditor  of  the  German  subsidiary  or  branch  of 
the  U.S.  bank  in  furtherance  of  legally  mandated  over¬ 
sight. 

If  you  have  any  questions,  please  feel  free  to  contact 
me  by  telephone  at  [insert  number]  or  by  fax  at  [insert 
number]. 

Sincerely, 

[insert  name] 


★  ★  ★ 

Ms.  Susan  F.  Krause 

Senior  Deputy  Comptroller  for  Bank  Supervision  Policy 
Office  of  the  Comptroller  of  the  Currency 
Washington,  DC  20219 
USA 

Mr.  Richard  Spillenkothen 

Director,  Division  of  Banking  Supervision  and 

Regulation 

Board  of  Governors  of  the  Federal  Reserve  System 

Washington,  DC  20551 

USA 

Re:  Employment  of  U.S. -based  data  processing  facili¬ 
ties  by  U.S.  bank  establishments  in  Germany 

Dear  Ms.  Krause, 

Dear  Mr.  Spillenkothen: 

Thank  you  very  much  for  your  letter  of  October  26, 
1995,  which  provides  the  basis  for  the  establishment  of 
a  supervisory  framework  for  the  employment  of  U.S.- 
based  data  processing  facilities  by  German  subsidiar¬ 
ies  and  branches  of  U.S.  banks  (hereinafter  referred  to 
as  "U.S.  bank  establishments  in  Germany")  as  dis¬ 
cussed  at  the  meeting  in  Washington  on  July  7,  1994. 
Therefore  the  Bundesaufsichtsamt  fur  das  Kreditwesen 
(“Bundesaufsichtsamt")  will  admit  subsidiaries  and 
branches  of  U.S. -based  banks  in  Germany  to  employ 
data  processing  facilities  located  in  the  United  States 
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for  accounting  or  trading  purposes,  as  long  as  those 
facilities  are  supervised  either  by  the  Board  of  Gover¬ 
nors  of  the  Federal  Reserve  System  or  by  the  Office  of 
the  Comptroller  of  the  Currency.  The  new  policy  shall 
refer  to  in-house  data  processing  as  well  as  third  party 
whether  bank  or  nonbank  data  processing. 

Section  I 

The  change  in  the  Bundesaufsichtsamt  policy  is  based 
on  the  assumption  that  the  employment  of  U.S. -based 
data  processing  facilities  will  not  compromise  the  timely 
and  complete  delivery  of  supervisory  and  statistical 
returns  and  reports,  the  annual  JahresabschluBprufung 
(audit  of  the  annual  financial  statements)  and  Banking 
Act  section  44  examinations.  For  that  purpose,  I  trust 
that  the  U.S.  authorities  will  give  the  Bundesaufsicht¬ 
samt  the  necessary  information  on  the  proper  course 
of  the  EDP  operations  of  the  U.S. -based  data  process¬ 
ing  center  which  relate  to  the  U.S.  bank  establishment 
in  Germany  if  the  Bundesaufsichtsamt  requests  so, 
notably  in  conjunction  with  a  JahresabschluBprufung  of 
the  U.S.  bank  establishment  in  Germany,  and  that  the 
U.S.  authorities  will  not  obstruct  inspections  of  the  EDP 
facilities  by  public  certified  accountants  or  repre¬ 
sentatives  of  the  Bundesaufsichtsamt  which  could  be¬ 
come  necessary  in  the  course  of  a  JahresabschluB¬ 
prufung  or  a  Banking  Act  section  44  examination  of  the 
U.S.  bank  establishment  in  Germany.  I  understand  that 
the  U.S.  authorities  will  inform  the  Bundesaufsichtsamt 
immediately  if  they  come  to  know  about  irregularities  in 
the  EDP  center  which  might  compromise  supervisory 
objectives  as  regards  the  U.S.  bank  establishment  in 
Germany. 

Section  II 

The  U.S.  bank  establishment  in  Germany  will  be  re¬ 
quired  to  abide  by  the  rules  which  the  Bundesaufsicht¬ 
samt  has  promulgated  concerning  the  employment  of 
cross-border  data  processing  facilities.  The  require¬ 
ments  the  Bundesaufsichtsamt  has  established  as  to 
the  employment  of  data  processing  facilities  in  other  EC 
Member  States  by  Germany-based  banks  in  its  pro¬ 
nouncement  13-362-3/82  of  16  October  1992  will  apply 
as  appropriate. 

So,  in  order  to  maintain  supervisory  approval  of  the 
employment  of  its  U.S. -based  EDP  facilities  for  ac¬ 
counting  or  trading  purposes,  the  U.S.  bank  estab¬ 
lishment  in  Germany  has  to  make  sure  that,  in  particular, 
the  following  requirements  be  always  satisfied: 

1.  The  U.S.  bank  establishment  in  Germany  must 
maintain  vouchers,  accounting  records  as  well  as 


procedural  and  other  documentation  which  is  nec¬ 
essary  to  understand  the  vouchers  and  accounting 
records  in  Germany  for  immediate  review. 

2.  The  generally  accepted  accounting  principles  in 
computer-assisted  accounting  systems  and  the 
audit  of  such  systems,  which  are  outlined  in  a  tech¬ 
nical  opinion  by  the  FachausschuB  fur  modeme 
Abrechnungssysteme  at  the  Institut  der  Wlrtschaft- 
sprufer  in  Deutschland  e.V.  (FAMA  1/1987),  must  be 
observed. 

3.  The  U.S.  bank  establishment  in  Germany  has  to 
ensure  that  the  accounting  records  are  complete, 
correct,  timely,  properly  filed,  and  understandable 
to  an  appropriately  competent  third  party  within  a 
reasonable  period  of  time,  and  maintained  in  ac¬ 
cordance  with  the  statutory  requirements,  notably 
those  of  the  Handelsgesetzbuch  (Commercial 
Code),  and  the  Grundsatze  ordnungsgemaBer 
Buchfuhrung  -  GoB  -  (generally  accepted  account¬ 
ing  principles).  Thereto  the  data  have  to  be  proc¬ 
essed  within  24  hours  of  the  transmission  of  the 
transactions  to  be  recorded;  for  controlling  pur¬ 
poses,  the  originator  and  all  other  details  of  rele¬ 
vance  to  supervisory  purposes  must  be  identified 
on  the  record. 

Though  the  data  may  generally  be  processed  in 
batches,  the  U.S.  bank  establishment  in  Germany  must 
be  able  to  call  up  its  current  trading  positions  at  any 
time  or,  if  it  is  not  capable  so,  maintain  such  information 
at  the  local  level. 

4.  Data  must  be  cryptographically  coded  when  being 
transferred  via  public  telecommunication  lines.  The 
coding  system  may  not  be  less  secure  than  the 
"data  encryption  standard”  (DES)  of  the  United 
States  government. 

In  order  to  ensure  integrity  and  availability  of  data  which 
are  relevant  to  supervisory  purposes,  the  system  must 
identify  and  authenticate  the  user  before  executing  any 
other  action  that  it  is  expected  to  mediate.  As  a  mini¬ 
mum  standard,  the  system  security  should  match  the 
requirements  of  the  “F-C2"  functionality  class  of  the 
Krlterien  fur  die  Bewertung  der  Sicherheit  von  Syste- 
men  der  Informationstechnik  (Information  Technology 
Security  Evaluation  Criteria  -  ITSEC  -)  of  28  June  1992 
published  in  the  Bundesanzeiger{ Federal  Gazette)  No. 
147a  on  8  August  1992  at  pp.  123  -  125.  All  access 
attempts,  whether  successful  or  aborted,  must  be  re¬ 
corded  system-automatically.  Internal  auditors  of  the 
U.S.  bank  establishment  in  Germany  shall  evaluate  the 
aborted  attempts  daily. 

Physical  access  to  the  building  or  building  site  in  which 
the  EDP  hardware  is  located  must  be  restricted  to 
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specifically  authorized  persons.  The  site  must  be  se¬ 
cured  against  unauthorized  physical  access  by  appro¬ 
priate  organizational,  personal,  technical  and 
constructional  safeguards. 

5.  The  data  processing  must  be  secured  against 
breakdown;  the  contingency  plans  must  include 
adequate  data  recovery  facilities  and  appropriate 
off-site  disaster  recovery  facilities  to  enable  continu¬ 
ing  service  in  compliance  with  the  supervisory  re¬ 
quirements  even  in  the  total  disaster  case.  Only  in 
exceptional  cases  may  the  24-hour  rule  (no.  3)  be 
exceeded  by  a  period  of  time  which  appears  rea¬ 
sonable  under  the  circumstances;  however,  under 
no  circumstances  must  the  24-hour  rule  be  ex¬ 
ceeded  by  more  than  48  hours.  As  a  general  rule 
only  total  disaster  of  the  system  would  establish 
such  an  exceptional  case.  In  any  case  where  the 
24-hour-rule  has  been  exceeded  a  report  has  to  be 
filed  with  the  Bundesaufsichtsamt  explaining  the 
reasons  without  delay. 

6.  The  cross-border  data  processing  is  an  objective  of 
the  internal  audit  of  the  U.S.  bank  establishment  in 
Germany. 

The  data  processing  center  must  be  subject  to  an 
internal  audit  that  checks  the  lawful  and  proper  course 
of  the  entire  data  processing.  The  principles  the  Bun¬ 
desaufsichtsamt  has  issued  as  regards  the  require¬ 
ments  on  the  characteristics  and  structure  of  the 
internal  audit  in  its  pronouncement  14-3  of  18  May  1976 
apply  as  appropriate. 

The  cooperation  of  the  internal  auditors  of  the  U.S.  bank 
establishment  in  Germany  and  the  U.S. -based  EDP 
center  must  be  guaranteed.  The  internal  auditor  of  the 
U.S.  bank  establishment  in  Germany  must  be  author¬ 
ized  to  require  information  about  all  matters  and  the 
presentation  of  books  and  records  from  the  internal 
auditor  of  the  data  processing  center  insofar  as  they 
relate  to  the  files  of  the  bank.  The  internal  auditor  of  the 
bank  must  carry  out  on-site  inspections  in  the  data 
processing  center  if  that  appears  necessary  according 
to  his  best  judgment. 

Section  III 

No  U.S  bank  establishment  in  Germany  may,  however, 
employ  its  U.S. -based  data  processing  facilities  before: 

1  The  U.S.  bank  establishment  in  Germany  has  pro¬ 
vided  the  Bundesaufsichtsamt  with  an  EDP  plan 
which,  apart  from  giving  a  detailed  description  of  its 
data  security  policies  and  standards,  explains  how 
it  is  going  to  satisfy  in  cooperation  with  the  U.S.- 


based  data  processing  center  the  supervisory  re¬ 
quirements  set  out  above.  Subsequent  changes  in 
or  actual  deviations  from  the  plan  that  has  been 
originally  submitted  must  be  reported  to  the  Bunde¬ 
saufsichtsamt  without  delay. 

2.  The  U.S.  bank  establishment  in  Germany  and  the 
owner  of  the  U.S. -based  data  processing  center 
have,  as  the  JahresabschluBprufung  and  Banking 
Action  section  44  examinations  principally  include 
a  bank’s  EDP  operations,  reached  a  binding  under¬ 
standing  to  support  such  audits  and  examinations, 
and  have  both  submitted  a  written  declaration  to  the 
Bundesaufsichtsamt  in  which  they  commit  them¬ 
selves  to  admit  the  physical  inspection  of  the  data 
processing  facilities  in  the  course  of  such  audits  or 
examinations  and  to  give  the  necessary  support  to 
the  auditors  or  examiners. 

3.  The  JahresabschluBprufer  has  confirmed  to  the 
Bundesaufsichtsamt  in  writing: 

•  that  the  prospective  employment  of  the  U.S.- 
based  data  processing  facilities  would  not 
jeopardize  his  mission  to  be  completed  in  ac¬ 
cordance  with  the  statutory  requirements,  and 
that  he  would  be  able  to  accomplish  his  mis¬ 
sion  in  full  compliance  with  the  legal  require¬ 
ments  such  as  if  the  data  processing  facilities 
were  located  in  Germany, 

•  that,  though  he  is  principally  free  to  employ 
other  independent  accountants  to  inspect  the 
data  processing  facilities  on  his  behalf,  he 
would  be  able  and  willing  to  carry  out  on-site 
inspections  of  the  data  processing  center  him¬ 
self  whenever  necessary  as  the  employment  of 
third  persons  does  not  release  him  from  his 
responsibility. 

If  the  auditor  is  substituted  subsequently,  his  successor 

must  render  the  same  confirmation  without  delay. 

4.  The  U.S.  authorities  have  confirmed  to  the  Bunde¬ 
saufsichtsamt: 

•  that  the  particular  U.S. -based  EDP  facilities  are 
operated  properly  in  accordance  with  the 
standards  of  the  U.S.  authorities, 

•  that  the  particular  U.S. -based  EDP  facilities 
may  be  included  in  the  JahresabschluBprufung 
of  the  U.S.  bank  establishment  in  Germany  and 
may  be  inspected  by  public  certified  account¬ 
ants  and/or  representatives  of  the  Bundesauf¬ 
sichtsamt  in  the  course  of  Banking  Act  section 
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44  examinations  of  the  U.S.  bank  estab¬ 
lishment  in  Germany, 

•  that  they  have  no  objections  to  the  employment 
of  those  facilities  for  the  purposes  of  the  U.S. 
bank  establishment  in  Germany. 

Your  letter  confirming  the  above  mentioned  precondi¬ 
tions  and  procedures  enables  the  Bundesaufsichtsamt 
to  implement  the  new  policy  immediately.  I  should  like 
to  conclude  the  letter  with  my  appreciation  of  the  trustful 


cooperation  and  good  working  relationship  between 
our  authorities  which  have  made  the  new  policy  on  the 
employment  of  U.S. -based  EDP  facilities  by  U.S.  bank 
establishments  in  Germany  possible  in  the  first  place. 

Sincerely  yours, 

Jochen  Sanio 
Departmental  President 
Bundesaufsichtsamt  fur  das  Kreditwesen 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
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development  lending,  Washington,  DC,  October  2,  1995 


This  morning,  I  want  to  discuss  an  issue  that  I  believe 
has  important  implications  for  your  continued  ability  to 
leverage  private  sector  investment  in  order  to  create 
jobs  in  America's  cities  and  to  revitalize  urban  neigh¬ 
borhoods.  Specifically,  I  want  to  discuss  how  the 
private  sector  is  tackling  the  challenges  of  community 
development  lending. 

Like  any  emerging  market,  serving  low-  and  moderate- 
income  borrowers  profitably  presents  the  lending  com¬ 
munity  with  new  challenges  and  problems  to  resolve. 
As  with  any  new  activity,  there  is  clearly  a  learning 
curve.  Many  lenders  are  profiting,  some  handsomely, 
from  their  early  experiences  in  this  market.  They  are 
learning  what  it  takes  to  reach  new  borrowers,  under¬ 
write  and  price  their  products  in  a  safe  and  sound 
manner,  and  provide  the  level  of  customer  service 
critical  to  success. 

Safety  and  soundness  is  just  as  important  in  community 
development  lending  as  it  is  in  any  other  type  of  lend¬ 
ing.  Safety  and  soundness  can  never  be  sacrificed, 
and  no  one  benefits  when  it  is.  All  loans  —  and  par¬ 
ticularly  community  development  loans  —  must  be 
based  on  solid  underwriting  principles  and  supported 
with  strong  customer  service  techniques.  Not  keeping 
an  eye  on  safety  and  soundness  hurts  everyone  in¬ 
volved  in  the  process.  It  hurts  borrowers  who  end  up  in 
homes  on  which  they  may  not  be  able  to  make  the 
payments,  or  in  situations  where  they  can  afford  the 
payments  but  may  not  have  the  income  and  savings 
necessary  to  maintain  the  house.  It  hurts  urban 
economic  developers,  who  depend  on  sustainable 
private  sector  resources  that  only  continue  when  loans 
are  profitable.  It  hurts  the  private  and  public  support  of 
much-needed  initiatives  to  extend  credit  and  revitalize 
underserved  urban  and  rural  communities.  And,  of 
course,  it  hurts  the  lender  who  loses  money. 

Accordingly,  regulators,  lenders,  and  community  group 
leaders  —  all  of  us  —  must  work  together  to  ensure  that 
community  development  loans  are  made  in  a  prudent 
fashion.  As  I  suggested  earlier,  the  scorecard  thus  far 
as  to  how  lenders  are  faring  in  the  community  develop¬ 
ment  market  appears  to  mirror  the  experiences  found 
in  the  early  years  of  other  new  markets  for  credit.  A  few 
recent  studies  —  most  notably  by  Freddie  Mac  and  the 
Mortgage  Guaranty  Insurance  Corporation  —  have 
suggested  that  some  of  the  nontraditional,  special  af¬ 
fordable  housing  programs,  developed  to  serve  low- 
and  moderate-income  borrowers,  are  experiencing 


higher  delinquency  rates  than  conventional  loans.  Fur¬ 
ther,  Countrywide  Funding  Corporation,  one  of  the 
nation’s  largest  mortgage  bankers,  has  also  indicated 
that  it  is  experiencing  higher  than  customary  delin¬ 
quencies  among  the  30,000  affordable  housing  loans 
it  has  made  since  making  a  major  commitment  to  this 
market. 

These  experiences,  however,  are  by  no  means  univer¬ 
sal.  Richard  Rosenberg,  chairman  and  CEO  of  Bank- 
America,  is  one  industry  leader  whose  bank  has 
compiled  an  enviable  track  record  in  community 
development.  He  shared  this  perspective  in  a  recent 
speech:  “As  a  banker,  I  recognize  that  there  are  risks 
in  the  low-income  market  —  just  as  there  are  risks  in 
every  market.  But  our  job  as  bankers  is  the  manage¬ 
ment  of  risk  —  understanding  the  risk,  deciding  what 
level  is  acceptable,  underwriting  accordingly,  and 
demanding  consistent  performance.”  Rosenberg  went 
on  to  report  that  seasoned  loans  in  their  Neighborhood 
Advantage  Program  were  showing  delinquency  rates 
25  percent  lower  than  their  conventional  counterparts. 

NatWest’s  experience  in  community  development  lend¬ 
ing  has  also  been  much  different  from  the  secondary 
market  studies  I  mentioned  earlier.  Community  devel¬ 
opment  loans  made  under  their  Home  Mortgage  Op¬ 
portunity  Loan  program  and  held  in  their  portfolio  six 
years  show  delinquency  rates  significantly  below  the 
delinquency  rates  of  their  entire  portfolio.  Further,  this 
program  —  in  which  85  percent  are  low-  and  moderate- 
income,  first-time  home  buyers  —  has  a  denial  rate  2 
percent  lower  that  their  standard  mortgage  products. 
This  is  attributable,  they  believe,  to  an  effective 
mortgage  counseling  program  that  delivers  “credit- 
ready”  applicants. 

Other  banks  successful  in  community  development 
lending  have  discovered  that,  while  they  do  see  some¬ 
what  higher  than  normal  30-day  and  60-day  delinquen¬ 
cies,  early  intervention  with  low-income  borrowers  can 
prevent  delinquencies  from  becoming  foreclosures. 

For  example,  one  bank  on  the  East  Coast  made  4,000 
loans  in  a  four-year  period  to  low-  and  moderate-in¬ 
come  families,  and  experienced  only  four  foreclosures. 
Let  me  repeat  that  —  four  foreclosures  out  of  4,000 
loans.  That  is  .01  percent,  and  that  is  truly  impressive. 

This  bank  believes  that  lenders  have  a  responsibility  to 
determine  the  cause  of  the  delinquency  and  work  with 
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borrowers  through  telephone  calls  and  visits  by  ac¬ 
count  managers.  Other  banks  find  it  useful  and  effec¬ 
tive  to  work  with  third-party  nonprofit  groups  that  can 
help  borrowers  managing  their  finances  and  respond 
to  the  problems  that  may  have  caused  the  borrowers  to 
miss  a  mortgage  payment.  In  addition,  many  lenders 
have  learned  that  it  makes  better  business  sense  to 
extend  or  alter  the  terms  of  the  mortgage  contract 
rather  than  put  a  borrower  into  default.  For  example, 
rather  than  insisting  that  a  borrower  who  is  late  make 
up  two  or  three  sizeable  mortgage  payments  in  one  fell 
swoop  —  a  prospect  most  of  us  here  would  find  daunt¬ 
ing  —  a  bank  may  choose  to  add  on  three  more 
payments  at  the  back  end  of  the  mortgage,  or  otherwise 
reform  the  terms. 

There  are  many  banks  that  are  profiting  from  their  early 
experience  in  low-  to  moderate-income  community 
development  lending.  But  there  remains  much  to  learn 
to  make  community  development  lending  less  risky, 
less  resource  intensive,  and  less  costly. 

It  is  clear,  however,  from  both  the  empirical  and  the 
anecdotal  evidence  of  successful  lenders,  that  efforts  to 
extend  credit  to  this  market  benefit  greatly  from  including 
high-quality  pre-application  education,  post-purchase 
counseling  and  rapid  delinquency  intervention. 

As  I  noted  earlier,  the  pattern  we  are  seeing  in  com¬ 
munity  development  lending  does  not  appear  markedly 
different  from  lenders’  experience  in  other  areas.  It 
suggests  to  me  that  community  development  lending 
is  another  step  in  the  democratization  of  credit  we  have 
witnessed  throughout  our  nation’s  history. 

Think  about  it.  Almost  none  of  us  would  be  able  to 
borrow  very  much,  if  at  all,  based  on  the  criteria  used 
in  1776  or  1876  —  or  70  years  ago,  for  that  matter.  In 
the  1 920s,  Citicorp  got  into  the  consumer  loan  business 
to  help  the  city  of  New  York  deal  with  sharp  practices 
in  the  pawnshop  business,  and  this  new  consumer 
lending  business  —  the  cornerstone  of  their  business 
today  —  was  regarded  as  a  highly  risky  endeavor  by 
other  lenders  of  the  time.  As  late  as  the  1 940s,  revolving 
consumer  credit  was  viewed  as  somewhat  unseemly 
and  risky  Indeed,  just  last  week  one  banker  from  Illinois 
chided  me  that  his  father  was  one  of  the  first  bankers 
in  this  country  to  make  auto  loans,  and  that  our  ex¬ 
aminers  —  along  with  many  in  the  public  —  gave  his 
dad  a  tough  time,  believing  that  this  was  an  inherently 
unacceptable  risky  area.  Just  imagine  how  light  the 
rush  hour  traffic  would  have  been  this  morning  if  the 
auto  loan  market  had  not  been  developed. 

For  community  development  lending  as  we  come  to  the 
end  of  this  century,  let  me  suggest  some  principles  I 
think  we  should  keep  in  mind 


First,  like  any  other  credit  business,  community  de¬ 
velopment  lending  must  be  safe  and  profitable.  Com¬ 
munity  development  is  not  charity  —  it  is  a  business 
imperative  and  it  is  good  business.  Success  comes  not 
only  through  borrower  counseling  and  post-occupancy 
counseling  designed  to  educate  borrowers  about  the 
obligations  that  come  with  credit,  but  when  lenders,  too, 
learn  more  about  this  new  market.  Continued  research 
will  give  lenders  more  insight  into  market  charac¬ 
teristics,  and  help  them  see  potential  borrowers 
through  a  customized,  community  development  set  of 
lenses  critical  for  success. 

Second,  many  lenders  will  undoubtedly  want  to  in¬ 
novate  in  this  area,  and  —  as  with  credit  generally  — 
this  is  a  natural  part  of  market  development.  It  is  not 
enough  to  simply  modify  traditional  lending  practices 
based  on  instinct.  Lenders  are  well  advised  to  adapt 
what  does  work  and  is  necessary,  but  also  to  develop 
new  techniques  matched  to  market  realities.  Indeed,  in 
the  last  several  years  we  have  seen  some  remarkable 
successes  in  community  development  lending  around 
the  world,  with  Mohammed  Yunus  in  the  micro¬ 
enterprise  lending  area,  and  with  many  American 
bankers  in  the  home  loan  area.  Flowever,  I  would  cau¬ 
tion  that  innovations  should  be  attempted  in  ap¬ 
propriate  amounts  and  in  ways  that  do  not  materially 
hurt  the  safety  and  soundness  of  the  institution. 

Third,  just  because  some  innovations  may  lead  to 
higher  delinquency  or  even  default  rates  than  the  norm 
is  not  in  and  of  itself  a  reason  for  deserting  this  market. 
Some  development  lending  products  appear  to  be  as 
profitable  as  traditional  lending  —  some  even  more 
profitable.  However,  in  development  lending  as  in 
other  product  areas,  there  may  also  be  products  that 
show  different  risk  characteristics,  and  for  which  one 
might  consider  price  differentials.  Of  course,  these 
products  must  be  fundamentally  safe  and  sound,  and 
any  price  differentials  must  represent  empirically 
demonstrable  risk,  not  simply  unsupported  precon¬ 
ceptions. 

At  the  OCC  we  believe  that  community  development 
lending  shows  great  promise  as  an  opportunity  for 
lenders  to  do  good  business  while  doing  well  by  their 
communities.  For  this  to  happen  it  is  essential  that  we 
recognize  and  respond  to  the  facts.  Real  advances  do 
not  take  place  if  you  hide  from  reality.  Rather,  the 
challenge  for  regulators,  community  leaders,  and 
lenders  is  to  find  areas  where  there  are  real  oppor¬ 
tunities,  real  synergies,  and  real  partnerships. 

I  am  confident  that  this  country's  credit  and  develop¬ 
ment  leaders  are  fully  capable  of  making  great  things 
continue  to  happen  in  this  area  —  as  they  have  in  so 
many  other  areas  in  the  past. 
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For  all  these  reasons,  I  believe  the  entire  financial 
services  industry  must  continue  to  experiment  and 
continue  to  explore  this  emerging  market.  Efforts  to 
date  have  put  thousands  of  families  in  a  position  they 
never  imagined  they  would  enjoy  —  in  homes  of  their 
own  and  serving  as  a  stabilizing  force  in  urban  neigh¬ 
borhoods.  And  clearly,  a  number  of  institutions  have 
profited  from  such  efforts. 


As  the  learning  curve  continues  to  flatten  out  —  as  more 
and  more  pioneering,  innovative  techniques  in  market¬ 
ing,  underwriting,  and  extended  customer  servicing  are 
employed  and  refined  —  bankers  will  discover  increas¬ 
ingly  more  prosperous  markets,  and  our  communities 
and  cities  will  become  increasingly  better  places  to  live 
and  do  business. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Association  of  Banks  in  Insurance,  on  bank  sales  of  insurance, 
Washington,  DC,  October  3,  1995 


The  mission  of  the  Office  of  the  Comptroller  of  the 
Currency  is  to  support  a  healthy  national  economy  by 
ensuring  a  strong,  robust  national  banking  system.  That 
is  the  mission  my  predecessors  have  pursued,  and  it  is 
the  mission  I  have  pursued  since  I  was  sworn  in  as 
Comptroller  in  April  1993. 

A  robust  national  banking  system  means  not  only  a 
system  that  is  safe  and  sound  but  also  a  system  that 
contributes  meaningfully  to  America’s  economic 
development.  And  for  130  years,  the  national  banking 
system  has  done  precisely  that.  National  banks  have 
contributed  beyond  measure  to  the  growth  of  America’s 
major  industries,  its  great  cities,  and  its  market 
economy.  Innovations  in  the  national  banking  system 
have  brought  benefits  to  customers  and  businesses  in 
every  corner  of  our  nation.  They  have  been  an  impor¬ 
tant  catalyst  for  innovations  in  the  state  banking  system 
and  throughout  our  financial  services  sector.  As  Comp¬ 
troller  of  the  Currency,  I  am  the  custodian  of  this  legacy. 

I  want  to  talk  to  you  today  about  some  pending  legisla¬ 
tive  issues,  and  especially  the  pending  question  of 
national  bank  insurance  powers.  This  is  a  particularly 
timely  question  because,  just  last  week,  the  Supreme 
Court  agreed  to  consider  whether  state  or  federal  law 
applies  to  bank  sales  of  insurance. 

Now,  while  I  feel  strongly  about  this  issue  as  a  policy 
matter  both  for  the  national  economy  and  for  the  bank¬ 
ing  system,  let  me  make  one  thing  clear.  I  am  a  public 
servant  —  a  public  servant  with  limited  tenure.  My  job 
is  not  to  make  the  law.  My  job  is  to  carry  it  out.  If 
Congress  sees  fit  to  impose  a  moratorium  on  national 
bank  insurance  activities,  permanent  or  otherwise,  I  will 
execute  the  law  to  the  utmost  of  my  ability,  as  I  am  sure 
my  successors  will. 

As  Comptroller  of  the  Currency,  however,  I  do  have  a 
special  responsibility  to  think  about  the  best  interests 
of  the  national  banking  system.  And,  given  that  respon¬ 
sibility,  I  would  be  remiss  not  to  express  my  views  on 
some  of  the  legislative  proposals  Congress  is  currently 
considering. 

Should  Banks  Be  Allowed  to  Sell  Insurance? 

Let  me  begin  with  some  observations  on  the  simple 
policy  merits  of  the  question  of  whether  it  is  desirable 
to  allow  banks  to  sell  insurance. 


First,  I  am  sure  that  every  one  of  you  shares  my  belief 
in  the  merits  of  our  free  market  economy.  The  free 
market  economy  is  the  extension  into  the  economic 
realm  of  our  basic  American  belief  in  freedom.  It  has 
become  the  guiding  light  for  the  rest  of  the  world  and 
has  produced  for  our  people  both  opportunity  and 
prosperity. 

I  feel  strongly,  as  I  bet  most  Americans  do,  that  the  free 
market,  like  other  American  freedoms,  should  be 
restrained  only  where  there  is  a  compelling  public 
policy  reason  to  do  so.  Wherever  we  constrain  the  free 
market,  our  economy  becomes  less  efficient,  and  in¬ 
dividual  consumers  suffer.  Innovation  is  stifled,  and 
consumers  have  fewer  choices  and  pay  higher  prices. 

Now,  I  must  say,  that  the  desire  to  insulate  a  particular 
industry  group  from  the  discipline  of  competition  does 
not  seem  to  me  to  be  a  compelling  reason  to  restrain 
the  free  market.  Indeed,  the  essence  of  the  free  market 
is  that  the  economy  achieves  savings  —  and  con¬ 
sumers  benefit  —  precisely  because  inefficient  pro¬ 
viders  of  goods  and  services  give  way  to  more  efficient 
providers. 

Second,  allowing  banks  to  sell  insurance  does  not  raise 
any  material  safety  and  soundness  concerns.  On  the 
contrary,  restricting  banks  from  engaging  in  a  financial 
service  that  is  safe  and  sound,  and  limiting  them  to  a 
rather  narrow  —  and,  I  would  add,  eroding  —  line  of 
business  forces  these  institutions  into  riskier  activities 
than  would  otherwise  be  the  case. 

All  over  Europe,  bank  customers  can  and  frequently  do 
buy  all  kinds  of  insurance  from  their  local  banks.  And  bank 
insurance  sales  have  proven  to  be  more  than  safe  — 
European  supervisors  have  told  me  that  they  believe  this 
activity  adds  materially  to  a  bank’s  strength,  because  it 
helps  to  diversify  the  bank’s  sources  of  income. 

Third,  most  Americans  still  cannot  take  advantage  of 
the  banking  industry’s  financial  expertise  and  con¬ 
venience  to  buy  insurance  —  but  there  are  very  strong 
reasons  to  believe  Americans  want  to  buy  insurance 
from  banks. 

According  to  a  1993  study  by  the  National  Association 
of  Life  Underwriters,  “there  is  a  $5  trillion  shortfall  of 
consumers  with  basic  life  insurance  needs  that  don't 
have  any  life  insurance  at  all." 
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Similarly,  a  recent  news  story  quoted  the  Life  Insurance 
Marketing  Research  Association  as  saying  “Sales  of  life 
insurance  are  not  stagnant  because  there  is  no  longer 
a  need  ...  but  because  we  are  not  giving  the  public  the 
opportunity  to  buy  it.” 

In  short,  insurance  sales  are  profitable  for  banks.  They 
pose  no  significant  risk  to  safety  and  soundness.  And 
they  satisfy  a  market  demand:  consumers  clearly  want 
to  buy  insurance  from  banks,  and  the  presence  of  bank 
competition  in  the  marketplace  means  that  consumers 
have  better  access  to  insurance  at  more  competitive 
prices. 

In  the  universe  of  public  policy  problems,  there  are  hard 
questions  and  there  are  easy  questions.  From  a  public 
policy  perspective,  the  question  of  whether  banks 
should  be  allowed  to  sell  insurance  is  an  easy  question 
with  an  obvious  answer:  Yes. 

Pending  Legislative  Proposals 

Even  so,  earlier  this  summer,  the  House  Banking  Commit¬ 
tee  approved  regulatory  relief  legislation  that  included 
language  imposing  a  “permanent  moratorium”  on  the 
OCC’s  ability  to  authorize  insurance  activities  for  national 
banks.  A  permanent  moratorium.  That  is  an  interesting 
concept,  to  say  the  least.  In  the  words  of  Karen  Shaw 
Petrou,  “A  permanent  moratorium  is,  presumably,  related 
to  a  flat-out  prohibition  in  about  the  same  way  a  per¬ 
manent  sleep  is  related  to  death.  It  may  sound  a  bit 
better,  but  the  results  are  the  same.” 

This  bit  of  linguistic  tomfoolery  —  the  permanent  mora¬ 
torium  —  did  not  deceive  anybody,  least  of  all  the 
banking  industry,  which  adamantly  opposed  the 
“moratorium."  So,  early  in  September,  some  members 
of  Congress  began  pushing  an  alternative  put  forth  by 
the  insurance  agents  —  a  moratorium  with  a  time  limit 
of  perhaps  five  years.  According  to  recent  press  ac¬ 
counts,  the  House  leadership  has  now  agreed  to  permit 
a  floor  vote  on  a  legislative  package  comprising  the 
regulatory  relief  bill,  including  the  five-year  moratorium, 
together  with  H.R.  1062,  the  Glass-Steagall  reform  bill. 
Evidently,  the  leadership  hopes  the  banking  industry 
might  be  willing  to  trade  a  limited-term  moratorium  on 
insurance  powers  for  relief  from  burdensome  bank 
regulations. 

Five  Myths  About  the  Banking  Industry’s  Interests 
with  Respect  to  Pending  Legislation 

I  personally  think  this  would  be  a  terrible  mistake  for  the 
industry.  In  explaining  why  I  believe  it  would  be  a  mistake, 

I  would  like  to  try  to  debunk  the  five  big  myths  I  have  heard 
around  Washington  from  those  who  would  have  the  bank¬ 
ing  industry  pay  this  price  for  regulatory  relief. 


Myth  Number  One:  How  Bad  Can  a  Five-Year 
Moratorium  Be? 

The  “permanent  moratorium”  idea  did  not  fool  the  bank¬ 
ing  industry.  The  limited  moratorium  should  not  fool  it, 
either.  History  is  replete  with  short-term  fixes  that  be¬ 
came  long-term  fixtures  in  federal  law. 

If  you  do  not  believe  me,  think  back  to  the  bad  old  days 
of  Regulation  Q  and  the  interest  rate  differential  be¬ 
tween  banks  and  thrifts.  The  Reg  Q  differential  was 
supposed  to  be  a  “temporary”  fix.  It  was  made  possible 
by  a  law  that  was  supposed  to  last  just  one  year.  But 
over  the  next  16  years,  Congress  repeatedly  renewed 
this  statute,  sometimes  for  as  little  as  nine  months, 
sometimes  for  as  much  as  two  years. 

It  wasn’t  until  1980,  after  a  crisis  in  interest  rates,  that 
the  differential  finally  began  to  be  phased  out. 

It  doesn’t  matter  whether  the  issue  is  national  banks  or 
state  banks,  insurance  powers  or  otherwise  —  any 
moratorium  on  bank  powers  is  a  move  in  the  direction 
of  financial  calcification,  not  financial  modernization.  If 
the  banking  industry  wants  to  remain  a  vital  part  of  our 
financial  system,  it  cannot  afford  to  step  backward.  It 
also  cannot  afford  to  delay.  In  an  age  of  sophisticated 
technology  and  intense  competition,  giving  com¬ 
petitors  a  six-month  head  start  —  let  alone  five  years  — 
is  disastrous. 

Myth  Number  Two:  A  Regulatory  Relief  Bill  Would 
Make  It  All  Worthwhile. 

When  it  comes  to  regulatory  relief,  I  do  not  take  a  back 
seat  to  anybody.  I  will  put  my  track  record  of  commit¬ 
ment  to  regulatory  relief  against  that  of  any  other  bank¬ 
ing  regulator,  past  or  present.  The  OCC  was  the  first 
agency  to  institute  an  ombudsman  program,  the  first  to 
institute  a  review  of  all  our  regulations,  the  first  to 
streamline  our  examination  procedures  for  small  banks, 
and  so  on. 

No  question  —  regulatory  relief  is  important.  I  am  com¬ 
mitted  to  it.  You  are  committed  to  it.  The  Republicans 
are  committed  to  it.  The  Democrats  are  committed  to  it. 
Everybody  is  committed  to  it.  And  some  parts  of  the 
regulatory  relief  legislation  now  pending  in  both  houses 
of  Congress  could  lower  your  costs  —  a  bit  here  and  a 
bit  there.  But  no  amount  of  cost  cutting  can  ever  make 
the  banking  industry  competitive  if  it  cannot  offer  the 
products  its  customers  demand.  In  the  end,  profits 
come  from  revenues. 

The  regulatory  cost  that  bankers  should  worry  about 
first,  foremost,  and  above  all  others  is  the  price  they  will 
pay  if  their  competitors  are  allowed  in,  and  they  are  left 
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out.  Whether  you  sell  insurance  or  not,  you  should  care 
about  what  kinds  of  insurance  activities  national  banks 
can  undertake  Why?  Because  nobody  can  say  today 
what  you  will  need  to  do  in  the  future  to  compete 
effectively  in  your  market.  Maybe  you  will  need  to  offer 
insurance.  Maybe  not.  But  the  banker  who  closes  the 
door  on  potential  markets  —  or  potential  revenues  — 
today  may  not  survive  to  regret  it  tomorrow. 

If  the  price  of  more  regulatory  relief  is  restrictions  on 
national  bank  insurance  activities,  bankers  should  think 
long  and  hard  before  closing  that  deal.  The  last  Con¬ 
gress  passed  a  regulatory  relief  bill  without  exacting 
such  a  price.  The  industry  should  not  settle  for  less  from 
this  Congress. 

Myth.  Number  Three:  Glass-Steagall  Reform  Will 
Make  It  All  Worthwhile. 

Here  again,  at  one  level  almost  everyone  agrees.  You 
support  Glass-Steagall  reform.  I  support  Glass- 
Steagall  reform.  Practically  everybody  supports  Glass- 
Steagall  reform.  But  is  H.R.  1062  the  reform  the  banking 
industry  needs?  Under  H.R.  1062,  the  “Financial  Ser¬ 
vices  Competitiveness  Act,”  banks  would  be  subject  to 
strict  limits  in  underwriting  and  dealing  in  any  financial 
product  designated  as  a  “security."  This  broad  desig¬ 
nation  would  cover  not  only  future  bank  products,  but 
current  products  as  well. 

The  bill  would  also  permit  the  chartering  of  a  new  class 
of  bank  —  the  Wholesale  Financial  Institution,  or 
Woofie.  These  institutions  would  have  bank  charters, 
would  have  access  to  the  discount  window,  and  would 
be  able  to  call  themselves  banks.  But  they  would  not 
be  supervised  as  banks  are  currently  supervised,  and 
—  most  importantly  —  they  could  not  affiliate  with  a 
bank. 

Bear  in  mind  that  the  Glass-Steagall  Act  erected  the 
barriers  between  banking  and  securities  that  most  in¬ 
formed  observers  have  considered  anachronistic  for  at 
least  a  generation.  A  thinking  person  might  well  wonder 
how  it  is  that  raising  and  strengthening  those  barriers 
constitutes  Glass-Steagall  "reform." 

There  is,  in  fact,  a  partial  answer  to  this  question.  H.R. 
1062  would  let  banks  enter  new  areas  of  securities 
activity  through  holding  company  affiliates.  That’s  an 
aggravation,  but  apparently  not  a  big  one  for  the  very 
biggest  banks  many  of  them  already  have  securities 
affiliates  They  already  deal  with  all  the  extra  regulators 
and  regulatory  expenses  that  this  kind  of  corporate 
structure  entails. 

I  have  met  a  few  big  banks  that  would  put  up  with 
restrictions  like  these  in  order  to  .engage  in  the  new 


activities  that  H.R.  1062  would  permit.  Not  many,  but  a 
few.  For  most  of  the  large  banks  I  have  encountered, 
however,  the  net  effect  of  H.R.  1062  would  be  to  give 
them  new  competition  by  creating  a  new  class  of  com¬ 
petitors  —  the  Woofies  —  while  simultaneously 
hampering  their  ability  to  compete,  by  encumbering 
many  of  their  existing  securities  activities,  and  any  new 
securities  activities,  with  additional  costs,  red  tape,  and 
regulation. 

For  community  banks,  H.R.  1062  is  even  more  prob¬ 
lematic.  In  a  lot  of  respects,  the  statutory  framework  that 
the  bill  proposes  will  work  its  greatest  hardships  on 
community  banks.  Community  banks  characteristically 
do  not  have  holding  companies  and  securities  affiliates. 
They  do  not  have  squads  of  lawyers  and  compliance 
officers  to  go  head  to  head  with  multiple  squads  of 
regulators.  And  they  do  not  have  the  funds  to  finance 
additional  regulatory  costs. 

Myth  Number  Four:  It’s  Only  the  National  Banking 
System. 

I  know  there  are  some  bankers  and  some  policy  makers 
who  reason  that  the  ability  of  national  banks  to  continue 
their  existing  insurance  and  securities  activities  —  and 
embark  upon  new  activities  —  does  not  matter  much 
as  long  as  similar  authorities  exist  somewhere  in  the 
state  banking  system.  I  cannot  hide  my  parochial  inter¬ 
est  in  this  question,  but  I  will  venture  the  observation 
that  those  who  reason  this  way  could  find  out  too  late 
that  they  have  been  living  in  a  fool's  paradise. 

Even  if  you  are  a  state  bank,  you  should  care  about 
how  these  issues  play  out.  If  the  insurance  interests 
can  beat  the  banks  in  Congress  this  year,  do  you  think 
they  won’t  carry  their  battle  to  the  state  legislatures 
next  year?  State  legislatures  have  no  history  of 
staunch  resistance  to  the  insurance  industry’s  blan¬ 
dishments,  and  there  are  a  thousand  ways  to  enact 
“nondiscriminatory”  laws  that  effectively  take  banks 
right  out  of  the  insurance  business.  Take  a  look  at 
some  current  state  laws  on  bank  insurance  activities. 
In  Texas,  for  example,  presuming  a  bank  can  even 
get  a  license  to  sell  insurance,  it  can  only  do  so  if  all 
its  officers  —  and  directors  and  stockholders  —  are 
also  licensed  agents. 

Myth  Number  Five:  We  Can  Always  Perfect  It  After 
It’s  Enacted. 

Laws  have  a  way  of  sticking  around  without  being 
materially  changed.  A  lot  of  bankers  have  grown  old 
and  died  waiting  for  Glass-Steagall  "reform."  And  for 
more  than  60  years  since  that  law  was  enacted,  there 
has  not  been  one  significant  amendment  helpful  to  the 
banking  industry. 
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Moreover,  as  I  mentioned  earlier,  banking  will  have  to 
change  to  meet  the  pressures  of  the  market,  and 
nobody  in  this  room  can  say  with  confidence  what  those 
pressures  will  be.  No  banker  should  want  to  be  locked 
into  a  legal  straitjacket  that  guarantees  a  competitive 
advantage  to  other  financial  services  providers.  But 
that  is  precisely  the  prospect  all  bankers  are  facing  in 
the  Congress  right  now. 

The  Flexibility  of  the  National  Bank  Charter 

For  more  than  130  years,  Democratic  and  Republican 
Comptrollers  alike  have  sought  ways  within  existing 
law,  and  consistent  with  safety  and  soundness,  to  en¬ 
sure  that  national  banks  can  provide  competitive 
products  and  services  to  their  customers.  Not  surpris¬ 
ingly,  our  decisions  have  often  been  challenged  in 
court.  Sometimes  we  have  lost  —  but  more  often,  we 
have  won. 

Perhaps  the  most  important  confirmation  of  the  Comp¬ 
troller’s  authority  came  in  January  1995,  when  the 
Supreme  Court  validated  the  OCC’s  determination  that 
national  banks  could  sell  annuities.  In  fact,  in  its  VALIC 
decision,  the  court  did  much  more.  It  confirmed  that 
national  banks  are  not  limited  to  the  specific  powers 
and  activities  spelled  out  in  the  National  Bank  Act.  And 
it  directed  the  courts  to  give  “controlling  weight  to  a 
reasonable  construction  of  the  powers  of  national 
banks  by  the  Comptroller.” 

The  importance  of  VALIC  to  the  national  banking  sys¬ 
tem  cannot  be  overstated.  VALIC  eliminates  any  ques¬ 
tion  of  the  national  bank  charter’s  ability  to  adapt  to 
changes  in  the  business  of  banking.  VALIC  will  have 
important  implications  for  many  areas  of  current  and 
prospective  national  bank  activity,  and  perhaps  most 
immediately  for  the  insurance  area.  I  find  it  highly 
encouraging  that  the  Supreme  Court  will  hear  argu¬ 
ments  in  the  Barnett  case  this  fall.  National  banks  have 
won  many  legal  battles  with  the  insurance  industry  in 
recent  years.  Now,  when  the  war  is  almost  won,  is  an 
unfortunate  time  for  legislation  that  would  overturn  the 
results  of  these  decisions. 

And  make  no  mistake,  overturning  the  recent  judicial 
victories  of  the  national  banking  system  is  precisely  the 
intention  of  this  legislation.  Provisions  that  would  allow 
state  insurance  regulators  to  define  which  national 
bank  activities  constitute  the  business  of  insurance  and 
circumscribe  the  exercise  of  those  activities  are  a  direct 
assault  on  the  1990  decision  in  U.S.  Bancorp. 
Provisions  that  would  freeze  the  OCC’s  interpretive 
authority  in  the  insurance  area  attack  the  flexibility  of 
the  national  bank  charter  conclusively  established  by 
the  Supreme  Court  in  VALIC.  Provisions  that  would  let 
states  effectively  ban  national  bank  insurance  sales  are 


a  direct  assault  on  the  national  banking  system’s  his¬ 
toric  ability  to  support  the  national  economy. 

Conclusion 

If  these  bills  become  law,  the  national  banking  system 
will,  of  course,  go  on.  There  are  lots  of  perfectly  good 
reasons  why  many  depository  institutions  prefer  the 
national  charter.  These  bills  would  not  affect  most  of 
those  reasons. 

What  is  at  stake  here  is  not  so  much  the  survival  of  the 
national  banking  system,  but  its  relevance  —  and  per¬ 
haps  that  of  the  larger  banking  industry  as  well.  During 
my  tenure  as  Comptroller,  I  have  rarely  attended  a 
meeting  of  bankers  in  which  the  discussion  did  not  at 
some  point  turn  to  the  banking  industry’s  long,  slow 
decline  from  the  position  of  preeminence  it  once  held 
in  America’s  financial  services  sector. 

The  real  question  at  hand  in  Congress  today  is  whether 
to  codify  that  trend  by  enacting  laws  that  would 
preclude  banks  from  adapting  their  business  activities 
to  meet  changes  in  market  demand.  If  banks  cannot 
retain  existing  customers  and  attract  new  business, 
they  will  have  two,  equally  unattractive  options.  They 
can  continue  to  shrink  relative  to  other  financial  services 
providers.  That  would  reduce  access  to  credit  for  many 
borrowers  dependent  on  banks,  such  as  small  busi¬ 
nesses.  Or,  they  can  take  on  higher  risk  within  the  scope 
of  their  permissible  activities,  thereby  undermining  the 
industry's  safety  and  soundness. 

Legislation  that  severely  limits  both  insurance  activities 
and  securities  activities  for  banks  would  establish  for 
the  next  century  a  financial  services  framework  based 
on  product  labels  instead  of  how  banks  are  actually 
organized  and  do  business.  It  would  enshrine  an  out¬ 
moded  view  of  regulation  —  the  idea  that  regulation 
should  focus  on  individual  products  and  services,  and 
that  specific  products  and  services  can  be  divided  up 
among  different  kinds  of  institutions. 

All  of  us  recognize  that  there  are  legitimate  policy 
questions  surrounding  the  authorization  of  new  ac¬ 
tivities  and  products  for  national  banks  —  for  example, 
questions  concerning  customer  protection,  potential 
conflicts  of  interest,  and  the  role  of  states  in  enforcing 
state  laws  governing  those  activities  and  products. 
These  issues  can  and  should  be  worked  out,  and  the 
Comptroller’s  Office  stands  ready  to  work  with  any  and 
all  interested  parties  to  address  these  questions.  But 
mindlessly  turning  back  the  clock  is  no  way  to  begin 
that  process. 

Almost  140  years  ago,  the  highest  court  in  New  York 
made  a  comment  that  has  been  borne  out  by  events 
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and,  if  anything,  has  even  greater  validity  today.  The 
New  York  State  Supreme  Court  wrote  that  all  the  powers 
of  banks  “are  not  enumerated  and  defined,  because  no 
human  sagacity  can  foresee  what  implied  powers  may, 
in  the  progress  of  time,  the  discovery  and  perfection  of 
better  methods  of  business,  and  the  every-varying 
attitude  of  human  relations,  be  required  to  give  effect 
to  the  specific  authorities  of  banks.”  None  of  us  can 
foretell  the  future.  A  prudent  regard  for  the  economic 
well-being  of  our  nation  should  dictate  caution,  at  least, 
in  the  enactment  of  detailed  laws  and  regulations 
governing  the  evolution  of  institutions  so  fundamental 
to  the  continued  economic  health  of  our  nation  as 
national  banks. 

In  the  book  The  Death  of  Common  Sense,  Philip  K. 
Howard  cites  the  importance  of  relying  on  general 
principles  rather  than  overly  specific  detail  to  the  suc¬ 
cess  of  government  oversight  of  free  market  opera¬ 


tions.  He  writes  that  as  soon  as  government  attempts 
“to  cover  every  situation  explicitly,  the  words  of  law 
expand  like  floodwaters  that  have  broken  through  a 
dike.”  He  also  offers  two  examples  of  government 
regulation  that  have  been  successful  because  they 
were  based  on  general  mandates.  One  of  them  is  the 
Office  of  the  Comptroller  of  the  Currency. 

Today,  when  the  pace  of  change  has  accelerated  to  a 
point  far  beyond  the  imagination  of  previous  genera¬ 
tions,  many  seem  to  be  ignoring  the  principles  of 
regulation  championed  by  Mr.  Howard  and  cited  by  the 
New  York  Supreme  Court  —  principles  that  have  kept 
the  banking  industry  vital  for  so  long.  For  the  sake  of 
the  future  safety  and  soundness  of  the  banking  system, 
for  the  sake  of  consumers,  and  for  the  sake  of  the 
national  economy,  Congress  should  observe  these 
basic  principles  as  it  constructs  the  legal  framework 
that  will  govern  banking  in  the  next  century. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
American  Bankers  Association,  on  changes  in  the  banking  industry  and 
bank  supervision,  San  Francisco,  California,  October  9,  1995 


Like  many  of  you,  I  have  spent  the  better  part  of  my 
professional  life  concerned  about  banking  issues.  And 
before  that,  like  many  of  you,  I  grew  up  in  small  town 
America  where  the  bank  was  the  center  of  commerce 
and  finance,  the  source  of  capital  and  opportunity,  the 
source  of  values  like  thrift  and  saving,  and  a  major 
contributor  to  civic  well-being. 

And  so  I  feel  privileged  to  be  here  today  as  Comptroller 
of  the  Currency,  with  responsibilities  for  banks  generally 
and  with  particular  responsibility  for  the  well-being  of 
the  national  banking  system.  Part  of  that  responsibility 
is  to  speak  out  on  issues  of  importance  to  banks  and  in 
particular  the  national  banking  system.  That  is  what  I 
am  here  to  do  today. 

I  would  like  to  talk  with  you  about  three  things:  (1)  the 
health  of  the  banking  system,  (2)  how  proposed  legis¬ 
lation  in  Congress  could  affect  the  banking  system,  and 
(3)  how  we  are  working  to  make  that  system  safer  and 
sounder  through  changes  in  OCC  supervision. 

State  of  the  Banking  Industry 

I  am  pleased  to  report,  and  I  am  sure  you  well  know, 
that  currently  the  banking  industry  is  quite  healthy  and 
enjoying  record  earnings.  Notwithstanding  this  good 
news,  however,  there  are  several  areas  that  all  of  us 
need  to  watch  closely.  First,  we  have  seen  a  very 
considerable  build-up  in  consumer  debt  over  the  last 
several  years  and  in  particular  over  the  last  two  years. 
And  recently,  we  have  seen  surprisingly  weak  perfor¬ 
mance  in  some  consumer  credit  areas,  especially  when 
you  consider  the  continued  strength  of  the  economy  as 
a  whole.  Delinquencies  and  personal  bankruptcies 
have  been  unusually  high.  This  is  troubling,  particularly 
given  pressures' on  consumer  loan  pricing. 

Second,  I  am  also  pleased  to  report  that  the  slide  in 
credit  underwriting  standards  we  saw  at  the  end  of  last 
year  and  the  beginning  of  this  year  has  not  continued. 
Nonetheless,  business  loan  pricing  is  very  thin  and 
terms  have  been  weakened,  particularly  with  larger 
commercial  and  industrial  loans. 

Third,  funding  and  liquidity  have  become  concerns. 
Although  loan  demand  is  strong  in  many  areas  of  the 
country,  core  deposits  have  not  grown.  Accordingly, 
some  banks  have  unusually  high  loan-to-deposit  ratios, 
and  other  banks  have  begun  to  rely  almost  entirely  on 
the  markets  instead  of  deposits  for  their  funding. 


Today’s  robust  bank  earnings  come  from  four  supports. 
Three  of  those  supports  —  net  interest  margins,  low 
levels  of  provisioning  for  loan  loss  reserves,  and 
savings  from  efficiency  —  are  unlikely  to  be  consistently 
reliable  sources  of  earnings  in  the  years  ahead. 

The  fourth  leg  of  this  stool  —  fee  income  —  has  been 
strong,  and  it  is  this  leg  that  I  believe  is  critically 
important  to  the  industry’s  soundness,  now  and  in  the 
future.  Bankers  today  are  operating  in  a  difficult  en¬ 
vironment.  Your  traditional  deposit  and  credit  business 
is  under  siege  from  the  capital  markets.  Increasingly 
aggressive  competitors  that  are  not  restricted  or  regu¬ 
lated  like  banks  are  enticing  away  your  customers.  And 
all  of  this  is  made  more  difficult  by  rapid  changes  in 
technology.  In  this  environment,  fee  income  from  a 
broad  range  of  business  opportunities  is  critical  to  the 
continued  safety  and  soundness  of  your  banks  and  the 
banking  system  as  a  whole. 

That  brings  me  to  the  second  area  I  wanted  to  discuss 
with  you  today,  pending  legislation  and  the  proposed 
insurance  moratorium  in  particular. 

Bank  Sales  of  Insurance 

Let  me  begin  with  three  observations  on  the  simple 
policy  merits  of  whether  it  is  desirable  for  banks  to  sell 
insurance.  First,  I  know  every  one  of  you  shares  my 
belief  in  the  merits  of  our  free  market  economy.  It  is  the 
extension  to  economic  matters  of  our  American  belief 
in  freedom.  I  feel  strongly,  as  do  most  Americans,  that 
the  free  market,  like  other  American  freedoms,  should 
be  restrained  only  where  there  is  a  compelling  public 
policy  reason  to  do  so.  Wherever  we  constrain  the 
market,  our  economy  becomes  less  efficient,  innova¬ 
tion  is  stifled,  and  consumers  suffer. 

The  insurance  moratorium  now  pending  in  Congress 
stems  from  one  motivation  only:  the  desire  to  insulate  a 
particular  industry  group  —  insurance  —  from  competi¬ 
tion.  In  my  judgment,  that  desire  is  not  merely  an 
inadequate  reason  to  restrain  the  free  market,  it  is  the 
antithesis  of  market  competition. 

Second,  allowing  banks  to  sell  insurance  promotes 
safety  and  soundness  in  the  banking  system.  As  the 
banking  industry  grows  ever  more  competitive,  many 
banks  are  looking  for  low-risk,  profitable  activities.  If  our 
legal  system  precludes  banks  from  engaging  in  safe 
and  sound  activities  like  selling  insurance,  and  limits 
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them  instead  to  rather  narrow  —  and,  I  would  add, 
eroding  —  lines  of  business,  the  inevitable  result  is  that 
America's  banks  will  take  on  more  risk  than  would 
otherwise  be  the  case.  That  result  is  obviously  counter 
to  the  banking  system’s  best  interests  and  contrary  to 
the  safety  and  soundness  of  the  system. 

Third,  most  Americans  still  cannot  take  advantage  of 
the  banking  industry’s  financial  expertise  and  con¬ 
venience  to  buy  insurance.  And  there  is  good  reason 
to  believe  Americans  want  the  opportunity  to  buy  in¬ 
surance  from  banks.  In  fact,  the  Consumer  Federation 
of  America  is  on  record  stating  that  bank  participation 
in  selling  insurance  would  be  a  “boon”  to  consumers. 

Nonetheless,  this  past  summer,  the  House  Banking 
Committee  approved  regulatory  relief  legislation  that 
would  place  a  "permanent  moratorium”  on  the  OCC’s 
ability  to  authorize  insurance  activities  for  national 
banks.  In  other  words,  a  flat-out  prohibition. 

Fortunately,  no  one  was  fooled  by  this  euphemism  — 
the  permanent  moratorium  —  certainly  not  the 
American  Bankers  Association.  The  ABA  adamantly 
opposed  the  moratorium.  So,  early  in  September,  some 
members  of  Congress  began  pushing  an  alternative 
put  forth  by  the  insurance  agents  —  a  moratorium  with 
a  time  limit  of  five  years. 

Now,  according  to  some  recent  press  accounts,  the 
House  leadership  has  agreed  to  send  to  the  floor  a 
legislative  package  comprising  the  regulatory  relief  bill, 
including  the  five-year  moratorium,  along  with  H.R. 
1062,  the  Glass-Steagall  reform  bill.  Evidently,  they 
hope  the  banking  industry  will  be  willing  to  trade  a 
limited-term  moratorium  on  insurance  powers  for  relief 
from  burdensome  bank  regulations.  A  vote  on  this 
legislation  is  expected  this  fall. 

I  know  all  of  you  are  deeply  concerned  about 
regulatory  relief.  So  am  I.  When  it  comes  to  regulatory 
relief,  I  won't  take  a  back  seat  to  anybody.  I  will  put 
my  track  record  of  commitment  to  regulatory  relief 
against  that  of  any  other  banking  regulator,  past  or 
present.  The  OCC  was  the  first  agency  to  institute  an 
ombudsman  program,  the  first  to  institute  a  review  of 
all  our  regulations,  the  first  to  streamline  our  examina¬ 
tion  procedures,  including  compliance  procedures, 
for  small  banks,  and  so  on. 

No  question,  regulatory  relief  is  important.  We  are  all 
committed  to  it  —  Republicans,  Democrats  — 
everyone  And  some  parts  of  the  regulatory  relief  legis¬ 
lation  now  pending  in  both  houses  of  Congress  could 
lower  your  costs  Those  cost  reductions  may  be  small, 
a  bit  here  and  a  bit  there,  but  in  these  competitive  times, 
even  the  ability  to  cut  nickels  and  crimes  is  important 


Even  so,  in  the  end,  you  cannot  have  profits  if  you  do 
not  have  revenues.  No  amount  of  cost  cutting  can  ever 
make  the  banking  industry  competitive  and  healthy 
over  the  long  term  if  it  cannot  offer  the  products  its 
customers  demand.  The  regulatory  cost  that  bankers 
should  worry  about  first,  foremost,  and  above  all  others 
is  the  price  they  will  pay  if  their  competitors  are  allowed 
into  some  markets,  and  bankers  are  left  out.  Nobody 
can  say  today  what  you  will  need  to  do  in  the  future  to 
compete  effectively  in  your  market.  Maybe  you  will 
need  to  offer  insurance.  Maybe  not.  But  the  banker  who 
closes  the  door  on  potential  markets  —  or  potential 
revenues  —  today  may  not  be  around  to  regret  it 
tomorrow.  And  as  a  regulator  responsible  for  the  long¬ 
term  health  of  a  major  part  of  that  system,  I  can  assure 
you  my  successors  will  regret  it,  too. 

The  notion  that  the  banking  industry  should  have  to  pay 
any  price  at  all  for  regulatory  relief  is  outrageous.  After 
all,  as  the  leadership  of  both  political  parties  recog¬ 
nizes,  in  this  day  and  age  responsible  regulatory  relief 
is  just  good  government.  You  shouldn’t  have  to  pay 
extra  for  that.  You  already  bought  the  right  to  demand 
good  government  when  you  paid  your  taxes. 

To  those  who  argue  that  this  moratorium  will  only  last 
five  years,  I  offer  two  observations.  First,  in  an  era  of 
sophisticated  technology  and  increasing  competition, 
a  lot  can  happen  in  five  years.  Think  about  what  is  likely 
to  happen  by  the  year  2001.  Electronic  cash.  Smart 
cards.  Banking —  and  insurance  sales  —  over  the 
Internet.  The  rest  of  the  financial  services  sector  is  not 
going  to  stop  moving  forward  just  because  the  banking 
industry  stands  still.  If  the  banking  industry  wants  to 
remain  a  vital  part  of  our  financial  system,  it  needs  to 
move  forward,  too. 

Second,  you  can  never  be  sure  how  long  a  moratorium 
will  really  last.  Moratoriums  can  always  be  extended. 
Remember  Reg  Q  and  the  interest  rate  differential?  Thaf 
law  was  intended  to  expire  in  1967,  but  it  lasted  until 
1980. 

That  is  why  the  ABA  was  so  concerned  when  Congress 
actually  did  pass  a  bill  in  1987  that  imposed  a  seven- 
month  moratorium  on  new  activities.  ABA  went  all  out 
and  ultimately  prevented  the  extension  of  that 
moratorium  through  its  considerable  efforts. 

Ironically,  Congress’s  efforts  to  roll  back  bank  insurance 
powers  come  at  a  time  when  the  courts  are  validating 
the  provisions  in  the  National  Bank  Act  that  authorize 
national  banks  to  sell  insurance  to  meet  the  needs  of 
consumers.  You  all  know  about  the  VALIC  decision 
earlier  this  year,  which  upheld  the  right  of  national 
banks  to  sell  annuities  and  established  beyond  any 
legal  doubt  the  flexibility  of  the  national  bank  charter 
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As  many  of  you  know,  last  week,  the  Seventh  Circuit 
ruled  that  national  banks  can  sell  insurance  from  towns 
of  5,000  without  regard  to  the  location  of  the  bank’s 
customers.  And  less  than  two  weeks  ago,  the  Supreme 
Court  agreed  to  consider  whether  state  or  federal  law 
applies  to  sales  of  insurance  by  national  banks. 

Glass-Steagall  Reform 

Some  are  arguing  that  Glass-Steagall  reform  will  make 
the  moratorium  worthwhile.  I  strongly  support  Glass- 
Steagall  reform,  as  do  many  others.  But  whether  you 
think  the  proposed  Glass-  Steagall  bill  is  a  good  trade¬ 
off  for  a  moratorium  depends  on  your  assessment  how 
this  bill  will  affect  you.  You  should  consider  it  carefully 
and  make  up  your  own  mind. 

Three  areas  deserve  special  attention.  First,  the 
proposed  legislation  would  provide  for  the  creation  of 
a  new  class  of  banks  —  wholesale  funded  entities  that 
can  call  themselves  banks,  but  need  not  pay  federal 
deposit  insurance.  These  institutions  can  be  owned  by 
nonbanks,  but  cannot  be  owned  by  a  bank  or  bank 
holding  company.  In  a  hearing  last  April,  former  Fed 
Chairman  Paul  Volcker  questioned  the  rationale  for 
these  new  competitors.  He  said,  “My  concern  is  that 
such  wholesale  banks,  while  supervised  and  regulated, 
would  have  a  competitive  advantage  in  not  being  sub¬ 
ject  to  FDIC  premium  charges  ....” 

Second,  the  proposed  legislation  would  cause  current¬ 
ly  permissible  securities  activities  to  be  either  stripped 
from  the  bank  or  put  into  separate  units.  In  either  case, 
those  activities  would  be  supervised  by  the  Securities 
and  Exchange  Commission,  and  the  SEC  would  deter¬ 
mine  what  constitutes  a  security  in  the  future. 

For  most  large  banks,  the  biggest  problem  in  H.R.  1062 
is  the  creation  of  new  competition  and  the  limitations  on 
their  own  ability  to  compete.  But  for  community  banks, 
the  hardship  would  be  much  greater.  Community  banks 
characteristically  do  not  have  holding  companies  and 
securities  affiliates.  They  do  not  have  squads  of  lawyers 
and  compliance  officers  to  go  head  to  head  with  multi¬ 
ple  regulators.  And  they  do  not  have  the  funds  to 
finance  the  additional  regulatory  costs. 

Finally,  for  those  who  argue  that  this  moratorium  only 
affects  the  national  banking  system,  let  me  make  a 
couple  of  points.  Obviously,  I  have  a  parochial  inter¬ 
est  in  this  question.  However,  even  if  these  bills 
become  law,  the  national  banking  system,  will,  of 
course  go  on.  There  are  lots  of  perfectly  good 
reasons  why  many  banks  decide  to  be  national 
banks,  and  this  legislation  will  not  affect  most  of  those 
reasons. 


But,  even  if  I  were  a  state  bank,  I  would  be  concerned 
about  how  these  issues  play  out.  If  the  insurance  inter¬ 
ests  can  turn  back  the  clock  on  national  banks  in 
Congress  this  year,  do  you  think  they  won't  carry  their 
battle  to  the  state  legislatures  next  year?  State  legisla¬ 
tures  do  not  have  a  history  of  staunch  resistance  to  the 
insurance  industry,  and  there  are  a  thousand  ways  to 
enact  “nondiscriminatory”  laws  that  effectively  would 
take  banks  right  out  of  the  insurance  business. 

I  have  strong  views  on  this  legislation.  But,  in  the  final 
analysis,  you  must  make  up  your  own  minds  —  and  time 
is  running  out.  You  must  read  this  legislation,  analyze 
it,  and  make  your  own  decisions  about  whether  it  will 
hurt  you  or  help  you.  Because  you  are  the  ones  with  the 
most  at  stake. 

Supervision  by  Risk 

As  we  look  at  the  future  of  banking,  we  must  also  look 
at  the  future  of  supervision.  For  two  generations,  our 
laws  and  regulations  have  dealt  with  many  of  the  basic 
public  policy  questions  in  the  financial  services  arena 
by  pursuing  what  I  call  the  “compartmentalization” 
approach.  Basically,  we  draw  lines  between  different 
types  of  institutions,  different  types  of  products,  and  we 
pretend  those  lines  reflect  reality.  So  we  say  that  banks 
are  different  from  insurance  companies,  which  are  dif¬ 
ferent  from  securities  brokerages,  and  so  on. 

Those  differences  are  still  real,  but  we  all  know  that 
market  forces  are  rapidly  overtaking  them.  In  an  era  of 
rapid  technological  change  and  growing  competition, 
artificially  compartmentalizing  financial  institutions, 
products,  and  services  is  rapidly  becoming  an  unwork¬ 
able  approach  to  financial  regulation  and  supervision. 
By  ignoring  these  realities,  we  put  the  banking  system 
at  some  peril. 

Supervision  of  financial  institutions  must  change  to 
recognize  market  realities.  Instead  of  supervising  in¬ 
dividual  products,  we  must  be  able  to  assess  the  overall 
risk  profile  of  the  institution  as  a  whole.  That  is  precisely 
the  kind  of  supervision  the  Comptroller’s  Office  has 
been  developing  for  the  past  several  years.  In  fact,  all 
the  federal  bank  supervisors  are  moving  in  the  direction 
of  supervision  by  risk. 

Let  me  spell  out  the  basic  elements  of  this  kind  of 
supervision. 

First,  at  the  OCC,  we  are  using  risk  as  the  organizing 
principle  for  all  our  safety  and  soundness  supervision. 
To  do  this,  it  was  necessary  for  us  to  define  a  common 
set  of  risks  for  use  by  our  examiners  —  a  common 
vocabulary  of  risk. 
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That  brings  me  to  the  second  important  point  about 
supervision  by  risk.  These  risk  categories  will  allow  us 
to  customize  our  examinations  to  fit  the  risks  of  each 
individual  bank.  Banks  are  becoming  less  alike  all  the 
time.  The  old  one-size-fits-all  approach  to  supervision 
no  longer  fits  very  many  institutions.  Tailoring  supervision 
to  the  material  risks  found  in  a  particular  institution  allows 
us  to  focus  our  examination  resources  where  they  will  do 
the  most  good  —  to  add  maximum  value  with  minimum 
waste  and  intrusion  into  the  bank’s  operations. 

A  third  important  element  in  our  new  mode  of  super¬ 
vision  is  that  it  encourages  examiners  to  look  at  risk 
across  the  entire  spectrum  of  a  bank's  activities.  A  bank 
may  have  a  modest  amount  of  a  particular  kind  of  risk 
—  say,  interest  rate  risk  —  in  one  activity.  But  where 
several  activities  at  the  bank  involve  similar  forms  of  the 
same  risk,  the  accumulated  risk  can  add  up  to  a  serious 
problem. 

We  think  a  risk  focus  plus  supervisory  efficiency  equals 
less  burden  for  banks.  Less  burden  ...  and  greater 
benefits.  Less  burden  ...  and  more  refined  supervision. 
Less  burden  ...  and  a  new  resource  for  banks  and 
supervisors  in  ensuring  the  prudent  management  of 
risk  and  a  stronger  banking  system. 

Conclusion 

In  closing,  I  want  to  note  that  my  appearance  here  today 
comes  almost  exactly  halfway  through  my  five-year 


term.  When  that  fact  was  brought  to  my  attention,  I 
thought  back  to  when  I  was  first  sworn  in  as  Comptroller 
in  1 993. 1  realized  then  —  and  I  realize  even  more  today 
—  that  I  had  a  lot  to  learn  about  the  day-to-day  opera¬ 
tions  of  banks  and  effective  bank  supervision,  and  that 
the  OCC  as  an  agency  had  a  lot  to  learn  from  the 
banking  industry.  So  we  began  an  extensive  effort  to 
build  a  dialogue  with  the  banking  industry. 

There  are  a  lot  of  pieces  of  that  effort.  Many  of  you  have 
probably  been  to  one  of  the  Meet  the  Comptroller 
sessions  —  cosponsored  by  the  ABA  —  that  we  have 
held  in  cities  all  across  the  country.  Or  perhaps  you 
have  been  to  one  of  our  district  outreach  sessions.  Or 
maybe  you  are  one  of  the  many  bankers  who  have 
taken  me  up  on  the  invitation  I  have  frequently  extended 
to  phone  or  write,  and  let  me  know  how  you  think  we’re 
doing  —  what  you  like,  but  especially  where  we  need 
to  improve. 

I  am  proud  of  the  dialogue  we  have  established  with 
the  banking  industry.  I  believe  the  OCC  is  a  better 
supervisor  today  because  of  our  efforts  to  build  this 
dialogue.  So,  with  your  permission,  I  would  like  to 
spend  the  remainder  of  my  time  continuing  that 
dialogue  by  listening  to  what  is  on  your  mind.  I  ap¬ 
preciate  the  opportunity  to  talk  with  you  this  morning, 
and  I  will  be  happy  to  answer  any  questions  you  want 
to  send  my  way. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency  and  Vice 
Chairman  of  the  Neighborhood  Reinvestment  Corporation,  before  the 
American  Bankers  Association,  on  affordable  housing  programs, 

San  Francisco,  California,  October  9,  1995 


As  Comptroller  of  the  Currency,  I  also  serve  on  the 
board  of  directors  of  the  Neighborhood  Reinvestment 
Corporation.  In  both  roles,  I  have  viewed  firsthand  the 
real  need  for  access  to  credit  in  low-  and  moderate-in¬ 
come  communities.  I  have  observed  the  challenges, 
and  the  rewards,  of  lending  programs  for  low-  and 
moderate-income  families  and  initiatives  like  Neighbor- 
Works.  So,  it  is  a  very  special  privilege  to  be  invited  to 
speak  about  the  NeighborWorks  Campaign  for  Home 
Ownership. 

The  NeighborWorks  Campaign  for  Home  Ownership 
was  launched  in  1993,  with  the  goal  of  helping  10,000 
low-  to  moderate-income  Americans  buy  their  own 
homes  over  the  next  five  years.  After  two  and  a  half 
years,  the  NeighborWorks  Campaign  has  made  it  pos¬ 
sible  for  almost  5,000  households  to  share  the 
American  Dream  of  homeownership.  Ninety-eight  per¬ 
cent  were  first-time  homeowners.  Forty-four  percent 
were  female  heads  of  households,  and  60  percent  were 
minorities.  So  far,  the  total  amount  invested  under  the 
campaign  is  $307.1  million. 

Yes,  we  are  making  great  strides.  But  more  lies  ahead. 
Affordable  home  lending  is  an  emerging  market.  Like 
any  emerging  market,  serving  low-  and  moderate-in¬ 
come  home  buyers  profitably  presents  the  lending 
community  with  a  learning  curve. 

Affordable  home  lending  makes  good  business  sense. 
But  it  is  important  to  remember  that  often  “it  takes  sense 
to  make  sense."  We  know  that  all  loans  —  and  par¬ 
ticularly  affordable  home  loans  —  must  be  based  on 
solid  underwriting  principles,  and  must  be  supported 
by  strong,  often  innovative  customer  service  techni¬ 
ques.  Failing  to  do  so  is  counterproductive. 

It  is  harmful  to  loan  recipients  if  they  are  put  into  homes 
that  they  may  be  able  to  afford,  but  not  able  to  keep. 
And  if  affordable  home  lending  programs  are  not  suc¬ 
cessful,  it  is  harmful  to  the  continued  private  and  public 
support  of  these  much-needed  initiatives  to  extend 
credit  and  revitalize  underserved  urban  and  rural  com¬ 
munities. 

Recently  publicized  studies  have  suggested  that  some 
of  the  nontraditional  affordable  housing  programs 
developed  in  recent  years  are  experiencing  high  delin¬ 
quency  rates.  Freddie  Mac,  the  government-spon¬ 
sored  enterprise  created  by  Congress  to  help  keep 


mortgage  money  available  to  average  Americans, 
reported  that  it  was  beginning  to  see  higher  delinquen¬ 
cy  rates  in  some  of  its  special  affordable  home 
mortgage  programs. 

The  Mortgage  Guaranty  Insurance  Corporation,  one  of 
the  leading  private  mortgage  insurers  and  a  partner  in 
the  NeighborWorks  Campaign,  echoes  these  con¬ 
cerns.  I  am  concerned  that  critics  of  affordable  home 
lending  could  use  these  early  delinquency  data  as  an 
excuse  to  back  away  from  lending  to  low-  and 
moderate-income  borrowers.  And  that  would  be  unfor¬ 
tunate.  Because  there  is  evidence  that  the  problems 
can  be  addressed  through  counseling  and  early  inter¬ 
vention. 

Responsible,  committed  leaders  in  the  banking  and 
mortgage  finance  industries  agree.  Many  banks  suc¬ 
cessful  in  community  development  and  affordable 
home  lending  have  discovered  that  early  intervention 
with  low-  and  moderate-income  borrowers  can  prevent 
delinquencies  from  becoming  foreclosures.  It  is  clear 
—  both  from  the  empirical  and  anecdotal  evidence  — 
that  extending  credit  to  the  affordable  housing  market 
must  include  high-quality  pre-application  education, 
post-purchase  counseling,  and  rapid  delinquency  in¬ 
tervention. 

So  I  am  delighted  today  to  announce  the  Realizing  the 
American  Dream  Program.  This  new  program  will 
deliver,  with  the  support  of  local  banks,  an  array  of 
services  to  educate  consumers  and  help  them  to  be¬ 
come  —  and  to  stay  —  homeowners.  The  first  product 
of  this  effort,  a  five-part  workbook  series  for  first-  time 
homebuyers,  is  being  unveiled  this  morning. 

This  program  represents  a  unique  partnership  between 
the  American  Bankers  Association,  the  NRC’s  national 
NeighborWorks  Network,  and  the  National  Foundation 
for  Consumer  Credit.  This  homebuyer  education  series 
is  unique  because  it  comes  not  just  from  a  single 
institution  or  community  group,  but  from  a  partnership. 
It  blends  the  realities  of  banking  with  the  realities  of 
low-income  families  and  grassroots-based  nonprofit 
organizations. 

It  provides  training  tools  to  help  consumers  prepare  for 
the  home-buying  experience,  shop  for  a  house,  obtain 
a  mortgage  loan,  budget  for  a  down  payment  and 
establish  or  improve  credit  ratings.  And,  very  sig- 
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mficantly,  the  program  includes  a  workbook  on  keeping 
your  home  and  managing  your  finances.  This  final 
element  —  post-purchase  education  —  is  critical  to  the 
success  of  affordable  lending  programs. 

Realizing  the  American  Dream  is  an  example  of  the 
value  of  private-public  partnerships  working  systemati¬ 


cally  to  help  low-  and  moderate-income  people  realize 
the  dream  of  homeownership.  I  am  confident  that  it  will 
have  a  positive,  catalytic  impact  on  families,  neighbor¬ 
hoods,  and  American  communities. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Subcommittee  on  Financial  Institutions  of  the  House  Committee  on  Banking 
and  Financial  Services,  on  the  effects  of  consolidation  in  the  banking 
industry,  Washington,  DC,  October  17,  1995 


Statement  required  by  12  U.S.C.  250:  The  views  ex¬ 
pressed  herein  are  those  of  the  Office  of  the  Comptroller 
of  the  Currency  and  do  not  necessarily  represent  the 
views  of  the  President. 

Introduction 

Madam  Chairwoman,  and  members  of  the  subcommit¬ 
tee,  I  welcome  this  opportunity  to  discuss  the  con¬ 
solidation  of  the  banking  industry.  This  consolidation  is 
a  healthy  part  of  the  restructuring  of  the  financial  ser¬ 
vices  industry  that  has  occurred  over  the  last  several 
years  and  that  will  continue  for  many  more.  Importantly, 
the  federal  banking  agencies  and  the  Department  of 
Justice  review  each  merger  of  banks  and  bank  holding 
companies  to  assess  its  effect  on  competition  and,  if 
appropriate,  discuss  with  the  applicants  how  the  sales 
of  their  competing  branches  to  other  banks  could 
eliminate  the  substantially  adverse  competitive  effects 
the  merger  might  create.  Research  suggests  that  those 
safeguards  seem  to  be  working.  Consequently,  con¬ 
solidation  holds  the  promise  for  continuing  competition 
that  can  yield  benefits  to  all  who  use  financial  services, 
be  they  consumers,  small  businesses,  or  the  very 
largest,  multinational  corporations.  These  benefits 
come  in  many  different  forms,  including  a  greater 
variety  of  banking  services  from  individual  banking 
companies  and  more  convenient  access  to  financial 
services  for  most  users.  Equally  important,  federal 
depository  regulators  are  strengthening  their  super¬ 
visory  processes  and  tools  to  meet  the  challenges 
posed  by  larger  and  more  geographically  diverse 
banking  companies. 

Some  do  not  see  consolidation  in  that  light.  They  point 
out  that  consolidation  can  disrupt  the  lives  of  banking 
employees  and  customers,  can  lead  to  a  closing  of 
banking  offices,  and  can  lead  to  a  higher  concentration 
of  banking  assets  in  fewer  banking  companies  and  less 
competition  among  banking  companies. 

Those  are  understandable  concerns,  but  we  must  view 
them  within  the  context  of  the  pluses  consolidation 
offers  as  well  as  the  following.  Disruptions  do  occur,  but 
they  seem  to  be  short-lived.  The  number  of  banking 
offices  has  risen  steadily;  the  concentration  of  banking 
resources,  both  at  the  state  and  local  community  level, 
has  changed  little;  and  studies  of  competition  in  bank¬ 
ing  markets,  for  the  most  part,  find  little  evidence  of 
deterioration. 


My  testimony  today  will  discuss  the  basis  of  all  of  those 
observations  and  conclusions.  It  begins  with  an  over¬ 
view  of  the  restructuring  of  the  financial  services  in¬ 
dustry.  Next,  it  presents  a  closer  look  at  a  key  element 
of  that  restructuring  —  the  critical  trends  that  mark  the 
consolidation  of  the  U.S.  banking  industry.  Third,  it 
describes  how  the  Office  of  the  Comptroller  of  the 
Currency  (OCC)  envisions  supervising  the  increasing 
number  of  large  banking  companies.  Fourth,  it  outlines 
the  competitive  safeguards  within  which  banking  con¬ 
solidation  may  take  place.  My  testimony  concludes  with 
a  summary  of  major  research  and  other  findings  on  the 
practical  consequences  of  consolidation  for  the  users 
of  financial  services. 

Structural  Changes  in  the  Financial  Services  Industry 

Not  so  long  ago,  the  mid-1960s,  the  financial  services 
industry  was  highly  compartmentalized.  Transaction  ac¬ 
counts  (accounts  accessible  through  checks)  paid  no 
interest  and  were  available  only  from  commercial  banks. 
Consumer  credit  and  short-term  business  credit  were 
largely  available  only  from  banks.  Securities  services 
were  almost  exclusively  available  from  securities  firms. 

Today,  all  that  has  changed.  Many  who  shop  for  finan¬ 
cial  services  can  select  from  a  large  number  of  different 
suppliers.  Interest-bearing  consumer  transaction  ac¬ 
counts  are  offered  not  only  by  commercial  banks,  but 
by  thrifts  and  credit  unions,  and  through  money  market 
mutual  funds,  securities  firms,  and  insurance  com¬ 
panies.  Consumers  may  obtain  credit  for  the  purchase 
of  many  different  goods  not  only  from  commercial 
banks,  but  from  thrifts,  credit  unions,  and  for  specific 
consumer  products,  from  a  wide  variety  of  retail  estab¬ 
lishments.  Consumer  credit  is  also  available  through 
the  ubiquitous  credit  card,  offered  by  a  large  range  of 
financial  services  firms  and  marketed  through  organi¬ 
zations  as  diverse  as  consumer  groups,  professional 
sports  teams,  and  university  alumni  associations. 
Credit  card  services  have  moved  beyond  the  days 
when  consumers  used  them  only  for  small  recurring 
purchases.  Today,  some  cards  offer  credit  limits  that  will 
permit  their  holders  to  purchase  major  items  including 
some  automobiles.  At  the  end  of  last  June,  credit  card 
receivables  at  commercial  banks  represented  over  38 
percent  of  their  consumer  loans,  up  from  about  23 
percent  at  the  end  of  1984. 1 

1  Reports  on  Condition  and  Income  of  commercial  banks  (call  reports) 
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Financial  services  restructuring  has  also  reached  the 
financing  of  home  buying.  The  secondary  market  for 
home  mortgages  is  so  dominant  today  that  it  is  easy  to 
lose  sight  of  just  how  recently  this  dominance  took 
place.  Throughout  the  1960s,  the  secondary  market 
played  an  important,  but  relatively  minor  role  in 
mortgage  finance.  The  creation  of  the  Government 
National  Mortgage  Association  (GNMA  or  Ginnie  Mae), 
in  1 968  and  the  Federal  Home  Loan  Mortgage  Corpora¬ 
tion  (FHLMC  or  Freddie  Mac)  in  1971  laid  the  founda¬ 
tion  for  explosive  growth.  2  By  the  end  of  last  year  there 
was  more  than  $1.7  trillion  of  mortgages  in  mortgage 
pools,  more  than  38  percent  of  all  mortgage  debt 
outstanding.  The  comparable  figure  for  1980  was  $146 
billion,  slightly  less  than  8  percent  of  all  mortgage 
debt3 * 

Another  important  indicator  of  change  in  mortgage 
finance  is  in  the  area  of  mortgage  originations.  At  the 
end  of  last  year,  the  top  10  mortgage  originators  in¬ 
cluded  five  nondepository  companies,  and  two  of  them 
were  in  the  top  three.  Five  years  earlier,  the  top  10 
mortgage  originators  included  nine  bank  or  thrift  hold¬ 
ing  companies  and  only  one  nonbank  firm,  and  it  was 
tied  with  two  depository  holding  companies  at  the 
bottom  of  the  list. 

Other  credit  trends  also  indicate  significant  changes  in 
the  structure  of  financial  markets.  At  the  end  of  last  year, 
commercial  banks  held  14.5  percent  of  the  debt  owed 
by  nonfarm,  nonfinancial  corporations,  down  6  percent¬ 
age  points  from  the  end  of  1 980.  That  loss  was  matched 
by  an  equal  gain  in  the  holdings  of  commercial  paper 
and  corporate  bonds  by  nonbank  suppliers  of  credit, 
such  as  insurance  companies,  pension  funds,  and 
securities  firms.  Commercial  banks  and  thrifts  lost  out 
in  other  ways.  Over  the  same  time  period,  the  share  of 
the  market  debt  of  individuals,  enterprises,  and 
governmental  bodies  held  by  banks  and  thrifts  fell  to 
23.8  percent  from  41.5  percent.  The  shares  held  by 
other  financial  intermediaries,  including  mutual  funds, 
money  market  mutual  funds,  insurance  companies, 
and  pension  funds,  rose  by  nearly  15  percentage 
points  to  50.6  percent.  Holdings  by  nonfinancial  firms 
changed  little.  5 

U  S.  banks  have  also  lost  ground  to  foreign  banks  in 
making  commercial  and  industrial  loans  to  firms  with 
U  S  addresses.  Relevant  data,  which  are  currently 


2 

GNMA  took  over  from  Federal  National  Mortgage  Association 
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Admir  stration  fVA)  and  Federal  Housing  Administration  (FHA)  loans 
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the  Mortgage  Market  Statistical  Annual  for  1995,  Insider  Mortgage 

Finance  Publications,  Inc  ,  pp  50  and  58 
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available  for  only  the  1983  to  1993  time  period,  show 
that  the  foreign  bank  share  of  such  loans  stood  at  47 
percent  at  the  end  of  1993,  compared  to  19  percent  at 
the  end  of  1983. 6 

In  a  search  for  cost  savings  that  would  help  them 
manage  the  growing  competitive  challenge  from  non¬ 
banks  and  from  foreign  banks,  many  banking  com¬ 
panies  have  merged.  These  larger  companies  have  the 
potential  to  offer  a  wider  range  of,  and  more  sophisti¬ 
cated,  financial  services  at  competitive  prices,  yielding 
higher  returns  to  shareholders.  The  cost  of  raising  new 
capital  may  be  lower  for  the  merged  firm  than  for  each 
of  the  merging  firms,  permitting  the  consolidated  com¬ 
pany  to  take  on  new  risks  and  further  strengthening  the 
bottom  line. 

As  research  has  shown,  some  mergers  yield  an¬ 
ticipated  results  and  others  do  not.7  Analyses  by  OCC 
staff  and  others  generally  suggest  that  interstate  bank¬ 
ing  consolidation  can  help  strengthen  the  banking  sys¬ 
tem  when  efficient  banking  companies  acquire  less 
efficient  ones.8  Whatever  the  motivation,  mergers  have 
substantially  decreased  the  number  of  banking  com¬ 
panies.  Let  us  look  now  at  some  of  the  more  significant 
trends. 

Banking  Consolidation  in  the  United  States 

There  were  more  than  14,400  commercial  banks  in  the 
United  States  in  1 980.  At  the  end  of  last  June  there  were 
less  than  10,200  banks.  The  key  to  that  decline  was 
bank  mergers,  which  outpaced  losses  of  banks  due  to 
failure  by  4  to  1  and  offset  the  establishment  of  new 
banks  through  de  novo  charters  and  the  conversion  of 
thrifts  to  commercial  banks  by  a  wide  margin.9  More 
than  67  percent  of  the  mergers  involved  bank  holding 
companies  combining  affiliated  institutions,  and  nearly 
71  percent  of  the  acquired  banks  had  total  assets  of 
less  than  $100  million. 


Daniel  Nolle,  Are  Foreign  Banks  Out-Competing  U  S.  Banks  in  the 
U  S.  Market?  Office  of  the  Comptroller  of  the  Currency,  Economic  & 
Policy  Working  Paper  94-5,  May  1994. 

For  a  review  of  the  methodologies  and  conclusions  of  several 
studies  of  mergers  over  the  last  several  years,  see,  for  example, 
Stephen  Rhoades,  A  Summary  of  Merger  Performance  Studies  in 
Banking,  1980-93,  and  An  Assessment  of  the  "Operating  Perfor¬ 
mance"  and  "Event  Study"  Methodologies.  Staff  Study  167,  Board  of 
Governors  of  the  Federal  Reserve  System,  June  1994 
Robert  DeYoung,  Determinants  of  Cost  Efficiencies  in  Bank 
Mergers,  Office  of  the  Comptroller  of  the  Currency,  Economics  & 
Policy  Analysis  Working  Paper  93-1,  August  1993  See  also  David 
Burras  Humphrey,  The  Likely  Effects  of  Interstate  Branching  on  Bank 
Costs  and  Service  Prices,  Prepared  for  the  Congressional  Budget 
Office,  October  1991 
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Just  as  banks  have  disappeared,  so  too  have  individual 
banking  companies  —  multibank  holding  companies, 
one-bank  holding  companies,  and  banks  that  are  not 
affiliated  with  a  holding  company.  There  were  over 
1 2,000  separate  banking  companies  in  1 980,  but  fewer 
than  8,000  by  the  middle  of  this  year.10  Much  of  that 
decline  reflects  mergers  among  bank  holding  com¬ 
panies,  which  typically  involved  a  large  company  ac¬ 
quiring  a  smaller  one  that  served  a  different  geographic 
market.  The  trend  also  reflects  the  acquisition  of  inde¬ 
pendent  banks  by  multibank  holding  companies  and 
the  failure  of  independent  banks. 

Not  only  has  the  number  of  banking  companies  de¬ 
clined,  the  relative  importance  of  different  kinds  of 
banking  companies  has  changed.  Over  the  last  15 
years  the  number  of  independent  banks  has  declined 
by  more  than  70  percent.  One  important  factor  in  this 
change  has  been  the  acquisition  of  independent  banks 
by  multibank  holding  companies.  Also,  the  number  of 
one-bank  holding  companies  rose  by  about  77  percent; 
there  are  now  more  one-bank  holding  companies  than 
any  other  form  of  banking  company.  This  trend  seems 
to  reflect  the  popularity  of  the  bank  holding  company 
as  a  corporate  form  as  well  as  the  conversion  of  holding 
company  banks  into  branch  banks.  Indeed,  the 
average  number  of  banks  in  multibank  holding  com¬ 
panies  has  trended  downward  over  the  years.  At  the 
end  of  last  year,  the  average  was  little  more  than  seven 
banks  per  multistate  company  and  three  per  one-state 
company,  compared  to  22  banks  and  6  banks  per 
company,  respectively,  in  1980. 

A  third  change  in  the  composition  of  banking  com¬ 
panies  has  been  a  slow  but  steady  growth  in  the 
number  of  multistate,  multibank  holding  companies, 
reflecting  the  gradual  removal  of  barriers  to  interstate 
banking.  The  number  of  one-state,  multibank  holding 
companies  has  fluctuated  over  the  years  but  now 
seems  to  be  declining,  partly  mirroring  the  rise  in  mul¬ 
tistate,  multibank  holding  companies. 

In  terms  of  assets,  the  dominant  type  of  banking  com¬ 
pany  today  is  the  multistate,  multibank  company.  At  the 
end  of  last  year,  that  form  of  corporate  organization 
commanded  roughly  $2.8  trillion  in  banking  assets, 
about  70  percent  of  all  banking  assets.  It  is  among  this 
group  that  we  find  the  giants  of  the  industry.  Although 
the  number  of  banks  and  banking  companies  has 
declined,  the  number  of  banking  offices  —  branches 
and  head  offices  —  has  risen  steadily  over  the  last  15 
years  to  more  than  65,600  at  the  end  of  1994.  De  novo 


10NIC  structure  database,  Federal  Reserve  System  and  commercial 
bank  call  reports. 


branches,  and  to  a  far  lesser  extent  de  novo  banks,  far 
outstripped  the  decline  in  head  offices  and  branch 
closings.  During  the  same  period,  the  number  of 
automated  teller  machines  increased  nearly  eight-fold 
to  more  than  1 09,000. 1 1 

We  cannot  be  sure  at  this  juncture  just  how  many  more 
banks  or  banking  companies  will  eventually  disappear 
or  when  they  will  disappear.  Extrapolations  from 
developments  over  the  last  five  years  suggest  a  decline 
of  about  2,000  banks  and  1 ,400  banking  companies  by 
the  end  of  the  decade.  Those  figures  are  perhaps  more 
speculative  than  they  might  otherwise  be  because  of 
recent  changes  in  federal  law  that  have  changed  some 
of  the  ground  rules  governing  consolidation.  Under  the 
Riegle-Neal  Interstate  Banking  and  Branching  Efficien¬ 
cy  Act  of  1994  (the  Riegle-Neal  Act),  banking  com¬ 
panies  will  have  new  acquisition  opportunities  in  states 
that  chose  to  permit  interstate  branching  —  the  “opt-in” 
states.  Only  18  states  have  thus  far  “opted  in.”  One 
state  —  Texas  —  has  “opted  out,”  and,  in  the  view  of 
one  banking  analyst,  1 1  states  appear  to  be  candidates 
for  opting  out.12 

Another  factor  complicating  predictions  about  the  fu¬ 
ture  structure  of  banking  is  the  growing  application  of 
computer  technology  to  banking.  Some  observers 
believe  that  additional  development  of  electronic  cash, 
such  as  smart  cards,  could  stimulate  further  banking 
consolidation.  They  point  to  the  fact  that  the  start-up 
costs  associated  with  electronic  payments  tech¬ 
nologies  can  be  high,  in  part  because  electronic  cash 
requires  large  investments  in  computer  software  and 
other  resources  to  establish  a  network  of  secure 
electronic  transactions.  Those  large  fixed  costs  have 
led  these  observers  to  warn  that  a  few  financial  services 
providers  —  those  with  the  resources  to  absorb  those 
costs  —  could  come  to  dominate  the  payments  system. 

By  contrast,  the  development  of  electronic  banking 
might  actually  increase  competition  in  banking  markets 
and  lower  bank  operating  costs.  Electronic  banking 
offers  an  inexpensive  alternative  to  branching  to  ex¬ 
pand  a  bank’s  customer  base,  and  many  banks  are 
using  it  to  increase  service  to  their  customers.  Many 
banks  have  started  home  pages  on  the  Internet,  and 
many  plan  to  offer  banking  services  over  the  Internet. 
Some  banks  are  already  offering  certain  banking  ser¬ 
vices  over  the  telephone.  Smart  cards  and  other  forms 
of  electronic  cash  could  be  the  key  to  consumer  accep¬ 
tance  of  home  banking,  eventually  allowing  banks  to 


1 1  Call  reports  and  reports  from  bank  holding  companies  submitted 
to  the  Federal  Reserve 
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College,  Carroll  School  of  Management,  Paper  95-40,  April  1995 
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reduce  the  size  and  number  of  their  physical 
branches.13 

Whatever  the  strength  of  future  trends,  it  is  abundantly 
clear  the  structural  face  of  banking  is  changing  with 
implications  for  bank  supervisors  as  well  as  for  bank 
customers.  Let  us  look  now  at  some  of  the  steps  the 
OCC  is  taking  to  strengthen  its  supervisory  capabilities 
so  that  it  may  take  on  the  new  challenges  posed  by 
industry  consolidation. 

Supervisory  Preparedness 

As  we  look  to  the  future  in  our  consideration  of  con¬ 
solidation  issues,  we  must  be  attuned  to  the  type  of 
mergers  taking  place  and  not  simply  to  the  number  and 
location  of  banks  that,  through  one  means  or  another, 
become  branches.  Recently,  we  have  begun  to  see  a 
different  type  of  merger  —  the  mergers  of  relatively 
large  bank  holding  companies  that  many  observers  call 
mega-mergers.  In  these  mergers,  the  combined  institu¬ 
tion  must  put  together  a  new  management  team  com¬ 
posed  of  people  accustomed  to  different  corporate 
cultures,  integrate  disparate  management  information 
and  related  systems,  and  develop  plans  for  serving 
geographically  diverse  markets  and  customers. 

The  new  management  team  also  finds  itself  subject  to 
scrutiny  by  stock  analysts  who  compare  actual  and 
promised  cost-savings  to  see  if  the  new  institution  is 
delivering  on  its  promises.  A  failure  to  deliver  could  lead 
an  analyst  to  downgrade  the  stock,  causing  new 
problems  for  bank  management. 

Dealing  with  that  host  of  issues  necessarily  diverts 
executive  attention  from  the  management  of  banking 
risks.  In  turn,  bank  supervisors  must  monitor  how  that 
diversion  may  be  affecting  the  safety  and  soundness 
of  the  combined  institution,  as  well  as  perform  their 
more  standard  analyses.  In  this  effort,  bank  supervisors 
are  drawing  upon  their  experiences  of  the  last  several 
years. 

The  OCC,  for  example,  has  supervisory  responsibilities 
covering  the  operations  of  banking  companies  that 
have  banks  and  banking  offices  in  more  than  one  state. 
There  are  nearly  1 00  multibank,  multistate  holding  com¬ 
panies  in  which  the  lead  bank  is  a  national  bank,  and 
there  are  30  national  banks  that  currently  have  approval 
to  establish  interstate  branches.  In  all  such  institutions, 
banking  risks  transcend  corporate  delineations,  and 


A  v.  th;if  I  discuss  later  on  in  my  testimony  concerns  how 

e  hf.u or  "  or  <>y  may  affect  the  ability  of  all  Americans  to  access  our 


we  focus  our  supervisory  attention  on  the  quality  of  the 
companywide  risk-management  systems. 

The  nature  of  our  experience  with  those  institutions 
suggests  that  consolidation  per  se  will  not  present  new 
policy  issues,  but  that  consolidation  could  well  raise  the 
costs  of  ineffectively  handling  existing  issues.  For  ex¬ 
ample,  some  industry  observers  have  suggested  that 
increasing  consolidation  creates  a  banking  system 
composed  almost  exclusively  of  banking  companies  so 
large  that  the  federal  depository  agencies  could  not 
afford  to  close  them.  Some  fear  that  closure  might  force 
authorities  to  recognize  losses  so  huge  that  Bank  In¬ 
surance  Fund  assets  could  cover  them,  and  only  a 
taxpayer  bailout  could  protect  depositors.  Another  con¬ 
cern  is  that  closure  might  set  off  a  run  on  deposits  that 
would  threaten  the  stability  of  our  entire  financial  sys¬ 
tem. 

Fortunately,  we  have  an  important  tool  in  the  Federal 
Deposit  Insurance  Corporation  Improvement  Act 
(FDICIA)  of  1991  that  deals  with  this  issue.  That  law 
gave  regulators  the  means  to  ensure  that  each  bank 
maintains  an  adequate  amount  of  capital  and  to  close 
a  bank  when  its  capital  drops  below  2  percent  of  assets. 
Additionally,  if  a  large  company  did  warrant  closure  by 
federal  supervisors,  a  more  than  adequate  number  of 
financially  sound  companies  that  could  purchase  at 
least  some  of  the  assets  and  assume  some  of  the 
liabilities  of  the  closed  institution  would  be  available. 

To  make  sure  that  we  can  use  FDICIA  safeguards 
effectively,  we  must  continue  our  efforts  aimed  at  ac¬ 
curately  assessing  the  condition  of  large  banking  or¬ 
ganizations  in  a  timely  manner.  Here,  we  have  important 
experience  upon  which  we  can  build.  Over  the  past  20 
years,  the  OCC  has  developed  considerable  ex¬ 
perience  in  supervising  money-center  and  super- 
regional  banks  with  complex  and  geographically 
dispersed  operations. 

Our  approach  for  supervising  those  companies  —  our 
Large  Bank  Supervision  Program  —  includes  the  fol¬ 
lowing: 

•  assessing  the  condition  of  each  bank  and  the 
risks  associated  with  its  current  and  planned 
activities; 

•  determining  if  the  bank  has  properly  designed 
risk  management  systems; 

•  communicating  with  bank  management  and 
the  board  of  directors  in  a  timely  and  clear 
fashion  the  findings  of  our  examination,  par¬ 
ticularly  those  matters  that  require  corrective  or 
remedial  attention; 
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•  requiring  banks  to  correct  deficiencies;  and 

•  validating  the  correction  of  deficiencies. 

To  ensure  that  we  are  carrying  out  these  tasks  as 
effectively  and  efficiently  as  possible,  we  have  under¬ 
taken  a  full-scale  review  of  the  Large  Bank  Program. 
We  want  our  objectives  to  be  clear,  and  the  roles  and 
responsibilities  of  OCC  staff  clearly  delineated.  We 
want  the  information  compiled  by  bank  supervision 
managers  to  be  accurate  and  the  standards  for 
documenting  supervisory  activities  to  be  clear  and 
measurable. 

Since  the  beginning  of  the  year,  the  OCC  has  taken  two 
additional  steps.  First,  we  established  a  National  Credit 
Committee  comprising  some  of  our  most  senior  and 
experienced  credit  analysts.  This  team  is  working  with 
our  examiners  in  charge  of  supervision  at  the  larger 
national  banks  to  make  sure  that  our  evaluation  of  credit 
quality  is  thorough  and  complete.  They  are  focusing  on 
such  key  areas  as  the  quality  of  bank  loan  pricing 
decisions,  concentrations  of  credit  risk,  exceptions  to 
credit  standard  policies,  and  compensation  incentives 
that  may  encourage  lending  officers  to  lower  credit 
standards. 

Second,  we  put  in  place  a  standardized  way  for  ex¬ 
aminers  to  evaluate  risk  in  national  banks.  We  have 
defined  nine  categories  of  risk  inherent  in  bank  ac¬ 
tivities  that  will  enable  OCC  examiners  to  treat  the  same 
risks  consistently  in  all  banks  across  various  products 
and  activities.  The  definitions  also  clarify  for  bankers 
the  kinds  of  risk  OCC  will  be  assessing  in  their  institu¬ 
tions.  This  “supervision  by  risk”  approach  does  not 
replace  pre-existing  statutory  or  regulatory  standards 
of  safety  and  soundness,  but  provides  a  concise 
method  of  communicating  and  documenting  super¬ 
visory  judgments  about  the  quantity  of  risk,  the  quality 
of  risk  management,  the  level  of  supervisory  concern 
and  the  direction  of  risk.  This  approach  also  provides 
supervisors  and  bankers  with  a  current  and  prospec¬ 
tive  view  of  the  risk  profile  shown  by  the  institution. 

At  the  same  time,  the  federal  depository  agencies  are 
fashioning  additional  steps  toward  a  more  coordinated 
supervisory  approach.  Under  section  305  of  the  Riegle- 
Neal  Act,  we  are  working  toward  the  design  and  im¬ 
plementation  of  a  unified  examination  for  each  insured 
depository  institution  and  its  affiliates. 

Completing  those  tasks  will  not  mark  an  end  to  our 
efforts.  The  supervisory  efforts  and  tools  we  find  effec¬ 
tive  today  will  not  necessarily  be  effective  tomorrow. 
Thus,  we  will  always  be  experimenting  with  new  ap¬ 
proaches  in  our  ongoing  attempt  to  ensure  a  financially 
sound  and  strongly  competitive  banking  system. 


Supervisory  issues,  however,  are  not  the  only  ones 
consolidation  poses  for  the  regulators  of  insured  de¬ 
positories.  Consolidation  raises  concerns  about  the 
concentration  of  banking  resources  in  the  hands  of  a 
few  institutions,  about  the  possible  impact  of  concen¬ 
tration  on  the  quality  of  competition  in  financial  markets, 
and  about  the  availability  of  banking  services  generally 
and  in  low-  and  moderate-income  areas  particularly. 
Federal  law  provides  several  protections,  implemented 
by  regulators,  that  address  such  issues.  Let  us  take  a 
brief  look  at  those  protections. 

Protecting  Competition  and  Access  to  Credit 

The  competitive  implications  of  banking  company 
mergers  are  subject  to  the  provisions  of  antitrust  law 
(the  Sherman  and  Clayton  Acts)  and  selected  banking 
laws  (the  Bank  Merger  Act  and  the  Bank  Holding  Com¬ 
pany  Act).  Under  those  laws,  the  appropriate  federal 
agency  will  not  approve  mergers  that  would  substan¬ 
tially  lessen  competition,  unless  it  finds  that  the  positive 
effects  of  the  merger  on  customer  convenience  and 
needs  will  clearly  outweigh  the  adverse  competitive 
effects  —  an  exception  that  the  agencies  have  used  in 
the  resolution  of  failing  banks. 

No  single  agency  decides  all  mergers  of  banking  com¬ 
panies.  Federal  laws  spread  the  approval  of  banking 
company  mergers  among  the  following  agencies: 

(1)  the  Federal  Deposit  Insuration  Corporation 
(FDIC),  for  mergers  in  which  the  resulting  bank  is 
a  state-chartered  bank  that  is  not  a  member  of  the 
Federal  Reserve  System; 

(2)  the  Federal  Reserve  Board  (FRB)  for  bank 
mergers  in  which  the  resulting  bank  is  a  state- 
chartered  bank  that  is  a  member  of  the  Federal 
Reserve  System,  and  for  mergers  of  bank  holding 
companies;  and 

(3)  the  OCC,  for  mergers  in  which  the  resulting 
bank  is  a  national  bank. 

For  each  bank  merger,  the  deciding  agency  must  solicit 
the  opinion  of  the  other  banking  agencies  and  the 
Department  of  Justice  (DOJ)  on  the  competitive  effects 
that  the  merger  could  produce.  The  FRB  must  ask  the 
OCC  for  its  opinion  on  bank  holding  company  acquisi¬ 
tions  of  national  banks  and  on  mergers  of  bank  holding 
companies  with  national  bank  subsidiaries.  In  those 
cases,  the  OCC  focuses  on  supervisory  issues,  such 
as  capital  adequacy  and  managerial  competence. 

In  evaluating  its  own  merger  applications,  the  OCC 
strives  to  ensure  competitive  local  markets  and  to 
preserve  the  soundness  of  the  national  banking  sys- 
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tern.  The  OCC  usually  will  approve  a  merger  that  would 
not  have  a  substantially  adverse  effect  on  competition 
and  would  otherwise  not  be  detrimental  to  the  merging 
banks  or  their  customers  and  the  communities  served. 

Very  few  of  the  merger  applications  filed  with  the  OCC 
over  the  last  several  years  have  posed  enough  com¬ 
petitive  or  safety  and  soundness  concerns  to  warrant 
rejection.  More  than  10  years  ago,  the  OCC  developed 
a  simplified  application  process  for  assessing  the  com¬ 
petitive  effects  of  bank  mergers.  We  recently  revised 
and  clarified  that  process  in  collaboration  with  the  DOJ. 
The  process  uses  readily  available  market  delineations 
and  concentrations  of  deposits  as  measured  by  the 
Herfindahl-Hirschhman  concentration  index  (HHI).14 
Under  our  newly  issued  guidelines,15  the  OCC  will 
determine  if  a  merger  would  yield  a  resulting  bank  with 
a  local  market  share  of  no  more  than  20  percent  or  a 
rise  in  the  HHI  of  no  more  than  200  points  and  a 
post-merger  HHI  no  higher  than  1800.  If  the  proposed 
merger  meets  those  standards,  the  OCC  will  not  con¬ 
duct  any  additional  analysis,  unless  the  DOJ  raises  a 
specific  concern. 

If  the  merger  yields  HHIs  above  the  threshold  levels, 
the  OCC  will  consider  additional  information  submitted 
by  the  applicants  bearing  on  such  factors  as: 

•  the  size  and  growth  of  the  market; 

•  the  circumstances  and  conditions  that  en¬ 
courage  or  deter  entry  into  the  market; 

•  the  number  and  types  of  recent  entrants  and 
other  competitors  in  the  market  (including  non¬ 
bank  and  nonlocal  competitors); 

•  the  definition  of  the  markets  used  to  compute 
the  HHIs; 

•  the  degree  of  competition  from  thrifts,  credit 
unions,  and  finance  companies; 

•  the  extent  to  which  the  acquiring  bank  has  a 
more  aggressive  lending  record  than  the  ac¬ 
quired  bank16  or  more  convenient  office  hours; 
and 

•  the  sale  of  competing  branch  offices  of  the 
merging  banks  to  other  banking  companies. 


4Thf;  HHI  is  the  sum  of  the  squares  of  the  market  shares  of  all 
oorr  pernors  in  a  market  A  lower  HHI  means  less  concentration 
^OCC  Advisory  Letter  95-4,  July  18,  1995 

' V;e .  for  e/ample.  Kenneth  Spong  and  John  Shoenhair,  "Perfor- 
rr  ar  ee  P  r  Acquired  on  an  Interstate  Basis,”  Financial  Industry 
Pe'sqeotjves  F  ederai  Reserve  Bank  of  Kansas  City,  1992 


The  Community  Reinvestment  Act  (CRA),  among  other 
things,  protects  access  to  credit.  Under  the  provisions 
of  this  law,  the  OCC  considers  the  record  of  perfor¬ 
mance  of  merging  banks  in  helping  to  meet  the  credit 
needs  of  their  local  communities,  including  low-  and 
moderate-income  neighborhoods.  This  assessment  is 
based  on  information  gathered  in  CRA  compliance 
examinations  conducted  by  the  OCC  and  other  bank¬ 
ing  agencies,  from  correspondence  received  from 
bank  customers,  and  from  comments  provided  by  inter¬ 
ested  parties  during  a  30-day  public  comment  period. 
If  CRA  performance  needs  improvement  or  is  unsatis¬ 
factory,  the  merger  application  may  be  denied,  or  it  may 
be  approved  subject  to  conditions  requiring  correction 
of  weaknesses  in  performance.  CRA  conditions 
generally  must  be  met  before  the  merger  takes  place. 

In  this  regard,  supervisors  of  federally  insured  de¬ 
positories  are  mindful  of  the  concerns  of  community 
groups  about  how  consolidation  and  other  forces  might 
adversely  affect  the  access  to  credit  and  other  financial 
services  for  residents  of  low-  and  moderate-income 
communities.  Partly  in  response  to  those  concerns,  the 
supervisors  revamped  the  CRA  regulations,  and  those 
regulations  are  now  focused  more  on  bank  perfor¬ 
mance  and  less  on  documentation.  When  the  new 
regulations  are  fully  implemented,  we  will  judge  the 
performance  of  the  largest  banking  organizations  — 
those  with  assets  of  at  least  $250  million  —  in  terms  of 
three  tests:  a  lending  test,  an  investment  test,  and  a 
service  test.  Under  the  service  test,  we  will  evaluate  the 
availability  of  and  effectiveness  of  systems  banks  use 
to  deliver  retail  banking  services  by  examining:  (1)  the 
current  distribution  of  branches  in  among  low-, 
moderate-,  middle-,  and  upper-income  areas;  (2)  the 
record  of  opening  and  closing  branches,  particularly 
those  located  in,  or  serving,  low-  and  moderate-income 
areas;  (3)  the  availability  and  effectiveness  of  alterna¬ 
tive  systems  for  delivering  services,  such  as  automated 
teller  machines  (ATMs),  and  bank-by-mail  or  bank-at- 
work  programs.  Under  the  lending  and  investment 
tests,  we  will  evaluate  how  effective  a  bank  has  been 
in  using  its  banking  offices  to  make  credit  available  to 
low-  and  moderate-income  customers.  In  applying 
those  tests,  we  will  recognize  fully  that  loans  to  small 
businesses  and  to  low-  and  moderate-income  cus¬ 
tomers,  as  well  as  investments  in  low-  and  moderate- 
income  areas,  should  contribute  positively  to  a  bank’s 
bottom  line. 

In  your  letter  of  invitation,  Madam  Chairwoman,  you 
asked  me  to  address  specifically  whether  cyber-bank¬ 
ing  will  affect  access  to  banking  services.  The  evolution 
of  electronic  payments  technology  shines  a  new  light 
on  the  question  of  access.  Some  observers  believe  that 
if  electronic  payments  systems  become  widespread, 
the  poor  and  the  uneducated  will  be  excluded  from  the 
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payments  system  and  hence  from  our  economy.  They 
fear  that  a  significant  fraction  of  society  will  be  unable 
to  share  in  the  cost  savings,  security,  and  increased 
convenience  accruing  from  new  payments  tech¬ 
nologies  because  some  forms  of  electronic  payments 
require  access  to  bank  accounts,  and  many  of  the  poor 
do  not  have  banking  relationships.  Another  concern  is 
that  all  forms  of  electronic  payments  require  customer 
access  to  automatic  teller  machines  (ATMs),  personal 
computers,  smart  card  machines,  or  enhanced  tele¬ 
phones  or  televisions. 

In  addressing  those  concerns,  we  must  keep  in  mind 
two  mitigating  factors.  First,  the  cost  of  new  technologi¬ 
cal  devices  usually  declines  rapidly  as  technology 
advances.  Technological  advance  has  already  allowed 
banks  to  extend  some  services  to  wider  areas  through 
ATM  networks.  Telephone  banking  is  extending  that 
reach  even  further.  Costs  should  continue  to  decline  as 
electronic  payments  technology  advances,  perhaps 
even  reducing  the  current  level  of  transaction  costs. 
Second,  it  is  likely  that  currency,  checks,  and  credit 
cards  will  continue  as  primary  means  of  payment. 
Fortunately,  we  have  some  breathing  room  in  dealing 
with  technological  issues,  because  they  will  likely 
evolve  over  a  period  of  some  years. 

We  are,  of  course,  also  concerned  about  the  effects  of 
consolidation  on  all  consumers  and  small  businesses 
generally,  and  we  are  beginning  to  see  something  of  a 
track  record  in  the  overall  data.  This  record  suggests 
that  the  degree  of  consolidation  that  has  taken  place 
thus  far  has  not  overall  reduced  these  groups’  access 
to  credit.  Let  us  now  take  a  brief  look  at  that  evidence. 

Implications  of  Banking  Consolidation  for  Con¬ 
sumers  and  Small  Businesses 

A  large  number  of  people,  ranging  from  academicians 
to  decision  makers  in  Washington,  have  expressed 
concern  about  the  possible  implications  of  banking 
consolidation  trends  for  consumers  and  small  busi¬ 
nesses.  Economic  theory  teaches  that  consolidation 
can  lead  to  the  concentration  of  banking  resources  into 
fewer  and  fewer  hands,  yielding  lower  deposit  rates, 
higher  lending  rates,  and  reduced  access  to  credit  for 
some  customers,  such  as  consumers  and  owners  of 
small  businesses.  To  test  that  theory,  a  diverse  group 
of  researchers  has  applied  simple  and  complex  inves¬ 
tigative  methods  to  the  available  data.  There  is  no 
strong  evidence  suggesting  that  users  of  financial  ser¬ 
vices,  including  consumers  and  small  business,  have 
been  hurt  by  consolidation,  and  some  reason  to  believe 
that  some  consumers  may  have  benefitted  from  it. 

As  a  first  step  in  estimating  the  degree  to  which  banking 
resources  are  concentrated  in  the  largest  banking  com¬ 


panies,  most  researchers  calculate  HHIs  for  the  geo¬ 
graphic  areas  they  are  investigating.  OCC  staff  calcu¬ 
lated  HHIs  for  banking  deposits  in  a  variety  of 
geographic  regions  and  found  evidence  suggesting 
that  concentration  below  the  national  level  is  not  in¬ 
creasing.  For  example,  the  median  HHI  level  for  all  50 
states  was  995  in  1994  compared  to  1000  in  1990.  In 
the  14  states  where  out-of-state  holding  companies 
held  more  than  50  percent  of  the  state’s  total  deposits 
as  of  June  1994,  the  median  statewide  HHI  fell  to  1244 
in  1994  from  1421  in  1990. 17  By  contrast,  in  the  12 
states  where  out-of-state  companies  held  less  than  10 
percent  of  total  statewide  deposits,  the  median  HHI  was 
983  in  1994  compared  to  893  in  1990. 18 

We  also  examined  local-area  concentration  ratios  in 
those  two  groups  of  states  for  1990  and  1994.  For  the 
95  urban  banking  markets  in  the  14  states  with  a 
significant  out-of-state  holding  company  presence,  the 
median  HHI  declined  to  1907  in  1994  from  2092. 19  In 
just  a  quarter  of  these  local  markets  the  HHI  increased. 
There  were  similar  trends  in  the  97  urban  markets  in  the 
12  states  with  a  low  level  of  out-of-state  holding  com¬ 
pany  activity.  The  median  HHI  fell  to  191 1  in  1994  from 
2111,  while  concentration  increased  in  about  22  per¬ 
cent  of  the  sample  of  markets. 

Other  studies  of  concentration  in  local  markets  yielded 
similar  findings.  For  example,  between  1990  and  1994, 
the  average  HHI  for  metropolitan!  statistical  areas 
(MSAs)  fell  to  1806  from  1856  and  in  non-MSAs  to  4153 

p  Q 

from  4231  over  the  four-year  period. 

From  those  results  we  can  infer  that  at  least  two  forces 
are  at  work.  First,  the  antitrust  safeguards  are  working 
by  preventing  within-market  mergers  that  would  sub¬ 
stantially  increase  concentration  and  permitting 
market-extension  mergers  that  involve  an  acquiring 
bank  moving  into  a  new  market.  In  market-extension 
mergers,  we  substitute  an  out-of-area  competitor  for  an 
in-area  competitor.  Second,  in  some  cases,  new 
entrants  are  not  able  to  keep  all  of  the  business  of  their 
acquired  bank.  That  leads  to  a  change  in  market  shares 
and  a  lower  HHI. 

The  next  step  in  the  research  process  involves  a  search 
for  a  possible  relationship  between  concentration  and 


17These  states  are  Arizona,  Colorado,  Florida.  Idaho,  Indiana,  Maine, 
Nevada,  New  Mexico,  Oregon,  South  Carolina,  South  Dakota,  Texas, 
Washington,  and  Wyoming 

18These  states  are  Alabama,  Arkansas,  California,  Louisiana. 
Michigan,  Minnesota,  Missouri,  Mississippi,  North  Carolina,  Ohio, 
Pennsylvania,  and  Vermont. 

19Staff  excluded  urban  markets  in  these  states  that  cross  state  lines 
20Stephen  A  Rhoades,  Bank  Mergers  and  Industry  Wide  Struc¬ 
ture,  1 980-94,  Staff  Study,  Board  of  Governors  of  the  Federal  Reserve 
System,  1995 
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the  price  and  availability  of  banking  services  for  con¬ 
sumers  and  small  businesses.  Research  to  date  shows 
no  strong  evidence  suggesting  that  users  of  financial 
services,  including  consumers  and  small  business, 
have  been  hurt  by  consolidation,  and  some  reason  to 
believe  that  some  consumers  may  have  benefitted  from 
it. 

For  example,  a  Federal  Reserve  study  based  on  spe¬ 
cial  surveys  found  no  evidence  of  a  decline  in  the 
general  availability  of  consumer  services  between 
1989  and  1993  and  some  evidence  of  an  increase.21 
Changes  in  fees  charged  by  surveyed  banks  for  a 
variety  of  services  varied  a  great  deal  with  some  rising, 
some  falling,  and  others  showing  little  movement.  Nor 
was  there  any  uniform  pattern  in  the  percentage  of 
banks  charging  fees  for  various  services. 

Other  researchers  have  investigated  individual  bank¬ 
ing  markets  looking  for  a  relationship  between  con¬ 
centration  ratios  and  the  prices  of  selected  banking 
services  or  overall  bank  profits.  The  results  are  not 
clear-cut.  Some  analysts  find  that  prices  and  profits  are 
directly  correlated  with  concentration  ratios;  others  do 
not.  In  those  instances  of  a  positive  correlation,  some 
analysts  conclude  that  cost  efficiencies,  not  market 
power,  are  at  work.22  Whatever  the  explanation  may  be, 
the  degree  of  the  relationship  between  concentration 
and  prices  or  profits  is  typically  small. 

Studies  of  lending  to  small  business  have  also  yielded 
conflicting  results.  Investigations  of  how  out-of-state 
bank  holding  companies  treat  small  businesses  are 
particularly  relevant  here.  Some  studies  suggest  that 
out-of-state  banking  companies,  along  with  the  small 


~ ’Timothy  H.  Hannan,  “Recent  Trends  in  Retail  Fees  and  Services  of 
Depository  Institutions,”  Federal  Reserve  Bulletin,  September  1994, 
p.  771 

'2See,  for  example,  Stephen  A.  Rhoades,  A  Summary  of  Merger 
Performance  Studies  in  Banking,  1980- 1993,  and  an  Assessment  of 
the  Operating  Performance"  and  "Event  Study  Methodologies,  "Staff 
Study  167,  Board  of  Governors  of  the  Federal  Reserve  System,  July 
1994,  and  Shernl  Shaffer,  "Bank  Competition  in  Concentrated 
Markets. '  Business  Review,  Federal  Reserve  Bank  of  Philadelphia, 
March/April  1994 


banks  of  in-state  holding  companies  and  branch 
banks,  lend  a  smaller  proportion  of  their  assets  to  small 
businesses  than  other  banks.  23  By  contrast,  an  OCC 
analysis  concluded  that,  “the  volume  of  small  business 
lending  by  out-of-state  bank  holding  company  sub¬ 
sidiaries  compares  favorably  with  (lending  by)  both 
independent  banks  and  in-state  bank  holding  company 
subsidiaries.”  24  Additionally,  the  most  recent  study  of 
small  business  lending  by  the  Federal  Reserve  re¬ 
vealed  that  although  small  businesses  rely  heavily  on 
banks  as  a  source  of  credit,  small  businesses  also  draw 
upon  a  large  variety  of  other  sources.  For  example,  61 
percent  of  small  businesses  use  trade  credit,  30  per¬ 
cent  use  the  owner’s  credit  card,  and  1 7  percent  borrow 
in  other  ways  from  owners.  25 

Conclusion 

Economic,  legislative,  and  technological  change  are 
helping  to  mold  a  more  consolidated  banking  structure. 
The  unfolding  of  this  consolidation  will  bring  disruptions 
to  bank  customers  and  employees  that  will,  for  most  of 
them,  be  short-lived.  That  process  will  also  bring  us  a 
stronger  and  more  competitive  banking  industry,  to 
which,  current  evidence  suggests,  consumers  and 
small  businesses  will  have  much  the  same  access  as 
they  do  today.  Federal  antitrust,  banking,  and  con¬ 
sumer  protection  laws  offer  those  groups  significant 
safeguards,  as  does  competition.  Consolidation  also 
presents  challenges  for  bank  supervisors,  who  are 
drawing  upon  their  past  experiences  to  help  ensure  that 
the  banking  industry  remains  safe  and  sound. 


23See  William  R.  Keeton,  “Multi-Office  Bank  Lending  to  Small  Busi¬ 
nesses:  Some  New  Evidence,”  Economic  Review,  Federal  Reserve 
Bank  of  Kansas  City,  second  quarter  1995,  p.  45,  and  Joe  Peek  and 
Eric  Rosengren,  "The  Effects  of  Interstate  Branching  on  Small  Busi¬ 
ness  Lending,"  presentation  to  the  annual  Conference  on  Bank 
Structure  and  Competition,  Federal  Reserve  Bank  of  Chicago,  May 
12,  1995,  abstract. 

24Gary  Whalen,  Out-of-State  Holding  Company  Affiliation  and  Small 
Business  Lending,  Office  of  the  Comptroller  of  the  Currency,  Working 
Paper  95-4,  September  1995,  abstract. 

25Rebel  A.  Cole  and  John  D.  Wolken,  "Financial  Services  Used  by 
Small  Businesses:  Evidence  from  the  1993  Survey  of  Small  Business 
Finance,"  Federal  Reserve  Bulletin,  July  1995,  pp  635-636 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Comstock  Club,  on  developments  in  the  financial  services  industry, 
Sacramento,  California,  October  27,  1995 


I  am  delighted  to  have  this  opportunity  to  speak  before 
the  Comstock  Club  today.  It  is  an  honor  to  participate 
in  a  forum  that  has  played  host  to  a  who’s  who  of 
American  business  and  political  leaders  for  the  past 
three  decades.  I  applaud  your  commitment  to  give  this 
beautiful  capital  region  a  forum  in  which  ideas  of  all 
sorts  can  be  aired  openly,  considered  thoughtfully,  and 
debated  in  an  atmosphere  where  the  sole  and  shared 
objective  is  a  search  for  the  facts. 

The  Comstock  Club’s  motto,  Searching  for  Facts,  is  one 
I  respect.  But  finding  the  facts  is  never  easy.  Human 
nature  afflicts  most  of  us  with  the  tendency  to  see  what 
we  want  to  see  —  in  all  aspects  of  our  lives  —  and  not 
what  is  really  there.  Too  often,  that  affliction  leads  us  to 
face  the  facts  too  late  —  a  delay  that  can  cause 
unnecessary  pain  and  dislocation. 

I  am  going  to  talk  with  you  today  about  some  hard  facts 
in  the  financial  services  industry.  It  is  critical  that  we 
examine  these  facts  and  their  implications  —  because 
today,  we  are  at  a  crossroads  in  financial  services.  We 
can  have  a  safer,  more  competitive  financial  services 
sector  that  can  help  drive  growth  and  opportunity  in  our 
society.  But  if  we  fail  to  make  the  right  choices  based 
on  the  real  facts,  we  will  be  doomed,  in  my  view,  to 
continue  to  make  the  public  policy  mistakes  that  have 
led  us  into  such  traps  as  the  savings  and  loan  mess  of 
the  last  decade. 

When  we  examine  disasters  like  the  savings  and  loan 
debacle,  although  we  find  some  knavery  and  tom¬ 
foolery  on  the  part  of  a  few  financial  institutions  and  their 
executives,  at  the  core  of  the  problem  are  public  policy 
errors  that  were  based  on  a  failure  to  come  to  grips  with 
the  facts.  The  result  of  such  failures  of  public  policy  in 
the  financial  service  sector  is  not  only  taxpayer  losses. 
These  losses  are  painful  to  our  pocketbooks,  but,  in 
many  ways,  they  are  less  devastating  than  other,  more 
far-reaching  results  of  public  policy  failures,  such  as 
credit  crunches  and  diminished  competition  that  cause 
serious  damage  to  our  economy. 

Three  Facts 

Let  us  look,  then,  at  the  three  facts  that  must  drive  the 
public  policy  debate  as  we  think  about  the  future  of 
financial  services  in  America. 

Fact  number  one.  The  financial  services  industry  is 
undergoing  a  revolution.  It  is,  for  the  most  part,  a  quiet 


revolution,  and  it  has  been  underway  for  some  time.  But 
make  no  mistake:  it  is  a  revolution  nonetheless.  This 
revolution  is  breaking  down  the  carefully  constructed 
financial  system  created  in  the  1930s.  It  is  a  revolution 
propelled  not  by  political  ideology  or  economic  theory, 
but  rather  by  the  workings  of  the  marketplace  and 
technology.  Already,  this  revolution  has  permanently 
and  profoundly  changed  the  way  we  conduct  our 
economic  affairs  —  in  both  our  personal  and  our  profes¬ 
sional  lives. 

The  evidence  of  these  changes  is  all  around  us.  Just 
30  years  ago,  credit  cards  were  in  their  infancy.  Today, 
credit  card  debt  totals  almost  $300  billion,  of  which 
bank  credit  cards  account  for  more  than  $180  billion. 
Furthermore,  credit  cards  have  become  an  increasing¬ 
ly  important  source  of  funding  for  small  businesses, 
particularly  those  that  are  just  getting  started. 

Just  20  years  ago,  if  you  needed  cash,  you  cashed  a 
check  with  a  local  merchant  or  made  a  withdrawal  from 
your  bank.  Automated  teller  machines  were  largely  the 
stuff  of  science  fiction.  In  just  this  year  alone,  there  will 
be  more  than  700  million  ATM  transactions.  Fifteen 
years  ago,  adjustable  rate  mortgages  were  little  more 
than  an  interesting  concept.  Today,  they  are  essential 
to  the  management  of  interest  rate  risk  in  the 
mortgage  lending  industry  and  the  mortgage  finance 
product  of  choice  for  more  than  half  of  all  mortgage 
borrowers,  as  of  the  end  of  1994.  And  more  innova¬ 
tions  are  just  around  the  corner,  as  technology  holds 
out  the  promise  of  computerized  banking  and 
electronic  commerce. 

Fact  number  two.  As  a  consequence  of  this  revolution 
in  financial  services,  the  legal  and  regulatory 
framework  governing  the  conduct  of  financial  services 
bears  less  and  less  resemblance  to  the  realities  of  the 
marketplace. 

Let  us  stop  for  a  moment  and  consider  that  framework 
—  and  the  fact  that  all  the  important  dimensions  of  that 
framework,  at  least  at  the  federal  level,  have  been  firmly 
in  place  since  the  first  part  of  this  century.  It  is  a 
framework  built  on  the  premise  that  the  differences 
between  various  financial  products  and  services  are 
crystal  clear. 

So,  on  the  investment  side,  bank  deposits  are  different 
from  insurance  policies,  which  in  turn  are  different  from 
stock  purchases.  And,  on  the  credit  side,  bank  loans 
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are  different  from  annuities,  which  in  turn  are  different 
from  bonds. 

The  framework  further  assumes  that  there  are  clear 
differences  among  providers  of  the  basic  types  of 
financial  products  and  services  —  commercial  banks 
are  different  from  investment  banks,  which  are  different 
from  insurance  companies.  And  —  given  these  clear 
differences  —  the  framework  includes  entirely  separate 
regulatory  systems  for  each  of  the  ostensibly  different 
types  of  financial  service  providers.  Let  me  note  that  I 
have  only  mentioned  the  major  divisions  —  there  are  of 
course,  also  credit  unions,  savings  and  loans,  invest¬ 
ment  companies,  commodities  dealers,  and  so  on. 

Finally,  this  framework  is  premised  on  the  notion  that  the 
financial  services  business  is  fundamentally  local,  and 
accordingly  a  great  deal  of  responsibility  within  this 
framework  devolves  onto  state  legislatures  and 
regulators. 

Most  of  us  take  this  framework  for  granted:  it  still 
defines,  at  least  approximately,  the  financial  services 
marketplace  most  of  us  grew  up  with  and  still  use  to  do 
our  business.  But  the  continuing  legal  validity  of  the 
framework  obscures  a  critical  economic  reality:  at  the 
cutting  edge  of  the  marketplace,  where  the  business  of 
tomorrow  must  be  done,  the  lines  between  different 
types  of  financial  products  and  different  types  of  finan¬ 
cial  services  providers  are  getting  less  clear  all  the  time. 

Today’s  consumers  have  checking  accounts  in  the  form 
of  money  market  funds  at  securities  firms.  They  use 
machine  readable  plastic  cards  and  telecommunica¬ 
tions  to  conduct  financial  transactions  from  far-flung 
locations.  Businesses  that  once  depended  on  banks 
for  commercial  loans  now  go  directly  to  the  commercial 
paper  market.  Banks  sell  mutual  funds  in  their  lobbies. 
Insurance  companies  make  real  estate  development 
loans.  And  financial  services  providers  of  all  types 
conduct  their  businesses  over  large  geographic 
regions,  spanning  many  states. 

Without  thoughtful,  thoroughgoing  reform,  efforts  to 
impose  the  old  framework  on  new  marketplace 
developments  will  yield  increasingly  arbitrary  and 
strange  results.  Indeed,  I  think  most  citizens  would  be 
surprised  at  how  hard  all  of  the  financial  regulatory 
agencies  —  both  state  and  federal  —  work  to  bring 
about  the  legislative  and  interpretive  refinements  of  the 
framework  that  are  necessary  to  avoid  arbitrary  and 
strange  results. 

But  while  we  often  succeed  in  those  efforts,  failures  are 
all  too  common  And  the  effects  of  those  failures  are 
visible,  among  other  places,  in  attitudes  toward  the 
financial  regulatory  system  Providers  and  consumers 


of  financial  services  alike  experience  the  regulatory 
system  as  one  of  enormous  and  increasing  complexity 
whose  benefits  are  less  and  less  apparent.  Regulated 
institutions  have  difficulty  keeping  straight  which 
regulator  is  accountable  for  which  regulation.  And  if  it's 
hard  for  institutions  to  figure  this  out,  it's  even  worse  for 
consumers.  That  is  why  so  many  consumer  complaints 
wind  up  with  the  wrong  regulator. 

Fact  number  three.  None  of  the  legislative  proposals 
that  have  been  actively  considered  under  the  label  of 
“financial  modernization”  —  in  this  Congress  or  any 
recent  Congress,  by  policymakers  of  any  political  per¬ 
suasion  —  meaningfully  addresses  this  problem.  When 
we  have  come  to  the  legislative  arena,  we  just  have  not 
thought  boldly  enough.  And  let  me  hasten  to  add  that 
I,  too,  plead  guilty  to  this  count. 

Although  it  is  a  weak  defense,  I  think  our  failure  to 
address  this  problem  has  occurred  because  the  issues 
are  complex  and  the  solutions  not  easy  to  see.  But  we 
must  face  up  to  the  facts  and  get  it  right.  The  long-term 
vitality  of  our  national  economy  demands  a  financial 
services  system  that  dependably  provides  consumers 
—  households  and  businesses  alike  —  with  the  widest 
possible  array  of  products  and  services,  at  competitive 
prices,  and  without  excessive  risk  of  disruption  to  the 
system.  And  as  the  saying  goes,  this  is  too  important  a 
job  to  leave  to  politicians  —  or  to  the  regulatory  com¬ 
munity.  As  a  nation,  we  need  to  devote  considerably 
more  focused  attention  to  developing  our  long-term 
vision  of  financial  services  and  financial  services 
regulation. 

Our  current  plight  is  a  bit  like  that  of  the  late  Ptolemaic 
astronomers.  They  believed,  you  may  recall,  that  the 
solar  system  and  the  stars  revolved  around  the  earth. 
To  explain  some  inconsistencies  between  that  basic 
view  and  empirical  observations  of  planetary  move¬ 
ments,  Ptolemy  devised  the  theory  of  epicycles. 

Now  this  was  not  a  dumb  idea.  In  fact,  it  was  such  a 
smart  idea  that  for  hundreds  of  years  it  remained  the 
centerpiece  of  understanding  astronomy.  You  can  use 
epicycles  to  explain  an  awful  lot  of  what  you  see  when 
you  look  at  the  sky  at  night.  But  the  longer  astronomers 
looked  up  and  the  more  they  looked  at  what  goes  on 
out  there,  the  harder  they  had  to  work  to  make  the 
epicycle  theory  fit  the  facts.  And  then,  one  day,  along 
came  Copernicus  with  the  observation  that  one  could 
explain  all  the  facts  with  a  lot  less  work  —  and  a  lot  less 
complexity  —  if  one  stopped  to  consider  the  possibility 
that  perhaps  the  solar  system  revolved  around  the  sun. 

In  the  financial  services  arena,  we  are  way  past  due  for 
our  Copernicus.  Year  after  year  after  year,  legislators 
and  policymakers  alike  are  grinding  out  new  elabora- 
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tions  on  the  epicycle  approach,  trying  to  make  reality 
fit  into  a  fundamentally  unrealistic  framework. 

Think  for  a  moment  about  the  history  of  efforts  to  legis¬ 
late  “financial  modernization.”  As  a  term,  financial  mod¬ 
ernization  has  been  kicking  around  Congress  for  the 
better  part  of  two  decades.  It  has  at  various  times 
described,  among  other  things,  efforts  to  let  banks 
branch  across  state  lines,  efforts  to  repeal  or  reform  the 
Glass-Steagall  Act  —  which  mandates  the  separation 
of  commercial  from  investment  banking  —  and  efforts 
to  allow  commercial  banks  to  affiliate  with  insurance 
companies  and  industrial  concerns,  neither  of  which 
they  can  do  at  present. 

The  thing  I  want  you  to  note  at  present  is  not  that  these 
legislative  efforts  are  inappropriate  or  ill-intentioned. 
Indeed,  I  have  supported  many  of  them.  What  is  sig¬ 
nificant  about  them  is  that  they  all  take  for  granted  the 
basic  framework  that  has  governed  the  regulation  and 
supervision  of  financial  services  for  three  generations. 
Policymakers  can  argue  endlessly  whether  —  just  to 
take  an  example  from  the  debates  of  the  current  Con¬ 
gress  —  banks  and  insurance  companies  should  be 
allowed  to  affiliate,  and,  if  they  should,  what  sort  of 
restrictions  should  apply  to  the  affiliation.  But  the  entire 
debate  takes  for  granted  that  banking  and  insurance 
are  and  will  remain  fundamentally  distinct  businesses, 
with  fundamentally  distinct  products  and  services,  and 
fundamentally  distinct  regulatory  regimes. 

To  be  sure,  any  proposal  to  truly  modernize  the  financial 
services  sector  would  run  up  against  powerful  interests 
and  difficult  political  problems.  But  even  without  these 
political  problems,  the  vision  problem  would  remain:  in 
the  community  of  people  and  institutions  who  worry 
about  the  evolution  of  public  policy  in  the  financial 
services  arena,  broadly  defined,  consensus  extends 
only  as  far  as  the  question  of  which  minor  reform  we 
should  argue  about  this  year.  Three  hard  facts:  A  revolu¬ 
tion  in  financial  services.  A  statutory  and  regulatory 
framework  reflecting  the  world  as  we  understood  it 
before  the  revolution.  And  for  all  the  problems  that 
framework  creates,  no  obvious  replacement  is  in  sight. 

Where  does  that  leave  us?  To  my  mind,  constructing 
the  new  paradigm  for  financial  services  regulation  and 
supervision  is  the  big  task  ahead  of  us  —  a  hard,  but 
critical  job.  Our  efforts  to  construct  a  new  paradigm  will 
be  hampered  by  the  fact  that  many  of  the  goals  and 
expectations  we  have  for  financial  services  regulation 
are  in  conflict.  We  want  to  reduce  government  inter¬ 
ference  in  the  free  market,  but  we  do  not  want  our 
financial  institutions  to  fail  and  we  want  somebody  to 
complain  to  if  we  think  we’re  being  ripped  off.  We 
marvel  at  the  wonders  of  technology,  but  we  worry 
about  privacy,  security  and  the  loss  of  the  human  touch. 


We  don’t  like  anything  that’s  big  —  big  business,  or  big 
government,  or  even  big  banks  —  but  we  want  to  be 
able  to  compete  internationally. 

I  want  to  elaborate  briefly  on  these  competing  objec¬ 
tives  because  our  approach  to  resolving  them  will  affect 
in  important  ways  the  financial  system  our  children  and 
grandchildren  inherit. 

Free  Market  versus  Regulation 

Early  this  century,  Justice  Louis  Brandeis  wrote:  “Regu¬ 
lation  is  essential  to  the  preservation  and  development 
of  competition,  just  as  it  is  necessary  to  the  preservation 
and  best  development  of  liberty.”  What  Brandeis  was 
saying  is  that  we  cannot  have  free  markets  that  work  if 
we  do  not  have  rules  and  regulations  that  ensure  the 
integrity  of  these  markets  and  protect  them  from  the 
venal  and  the  rapacious. 

Regulation  is  essential,  but  we  also  know  that  too  much 
regulation  can  stifle  innovation,  diminish  competition, 
and  impair  economic  efficiency.  Our  real  problem  is 
how  much  to  regulate  —  how  to  accomplish  key 
regulatory  objectives  while  preserving  the  benefits  of 
market  competition. 

One  thing  we  do  know,  at  least  in  general,  is  what  our 
two  basic  regulatory  objectives  are.  First,  the  public 
interest  demands  financial  institutions  and  a  financial 
system  that  is  safe  and  sound.  And  second,  the  public 
wants  financial  institutions  in  which  it  can  place  con¬ 
fidence  and  trust. 

The  OCC  has  been  balancing  its  pursuit  of  these  ob¬ 
jectives  against  the  need  to  ensure  a  robust,  competi¬ 
tive  national  banking  system  since  Abraham  Lincoln 
established  the  agency  over  130  years  ago.  Today, 
however,  we  are  encountering  the  need  to  strike  this 
balance  in  some  new  arenas. 

One  such  arena  involves  the  introduction  of  new  finan¬ 
cial  service  technologies.  In  recent  years,  the  financial 
services  industry  has  seen  enormous  technological 
advances.  I  mentioned  the  credit  card  and  the  ATM. 
Two  days  ago,  you  may  have  seen  a  front  page  story  in 
the  Wall  Street  Journal  discussing  the  spread  of  per¬ 
sonal  computer  banking.  Even  more  dramatic  advan¬ 
ces  in  financial  services  technology  are  on  the  drawing 
boards:  electronic  coins  you  can  send  across  the  Inter¬ 
net,  smart  cards  you  can  load  with  cash  over  your 
kitchen  telephone,  interactive  television  that  lets  you 
bank  at  home.  It’s  an  exciting  time. 

Basic  market  forces  are  driving  the  spread  of  these  new 
technologies.  As  the  cost  of  new  technology  continues 
to  fall,  financial  institutions  will  make  increasing  use  of 
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it,  both  to  create  new  products  and  services  and  to 
distribute  their  existing  products  and  services. 

Some  market  participants  see  only  wonderful  oppor¬ 
tunities  in  technological  advances.  Others  see  only 
potential  security  risks  and  privacy  compromises.  Both 
perspectives  have  merit.  As  a  frequent  user  of  e-mail 
and  telecommunications  myself,  I  fully  appreciate  the 
valid  concerns  about  security  and  privacy.  I  count 
myself  among  those  who  will  not  make  full  use  of 
technology  in  financial  services  until  I  am  comfortable 
I  can  do  so  without  unreasonable  security  risks  or 
privacy  compromises.  As  a  government,  and  as  a 
nation,  we  are  now  beginning  the  process  of  figuring 
out  how  to  realize  the  opportunities  while  minimizing  the 
risks  and  compromises. 

The  steps  government  takes  —  and  perhaps  equally 
important,  those  it  does  not  take  —  will  fundamentally 
influence  the  confidence  Americans  place  in  new  tech¬ 
nology.  Again,  we  must  balance  the  need  for  govern¬ 
ment  intervention  against  the  cost  of  limiting 
competition  in  a  rapidly  changing  product  area.  I 
believe  government  should  intervene  only  when  there 
is  a  clear  need  to  advance  the  public  interest,  ensure 
the  efficiency  and  competitiveness  of  our  markets,  and 
maintain  trust  and  confidence  in  our  financial  institu¬ 
tions  and  the  payments  system.  When  government 
must  act,  it  should  work  with  market  forces  to  identify  if 
such  a  need  exists  and  —  as  much  as  possible  — 
permit  the  private  sector  to  develop  the  best  means 
possible  to  meet  that  need. 

Big  versus  Small 

A  second  balance  we  will  need  to  strike  on  our  way  to 
a  better  framework  for  financial  services  regulation 
involves  the  question  of  size.  Americans  have  histori¬ 
cally  disliked  big  institutions  —  big  government,  big 
business,  big  labor,  and  —  one  could  probably  con¬ 
clude  —  big  banks.  Laws  like  the  McFadden  Act  and 
the  Douglas  Amendment  to  the  Bank  Holding  Company 
Act  have  been  enacted  to  limit  bank  operations  to  a 
single  state  and,  accordingly,  to  limit  their  size. 

Market  forces,  technological  advances,  and  legal 
developments  are  now  overtaking  those  laws.  Primarily 
as  a  result  of  mergers,  the  number  of  independent 
commercial  banks  in  the  U.S.  has  declined  from  about 
9,500  to  less  than  2,700  since  1980.  You  only  have  to 
pick  up  the  newspaper  to  see  that  the  trend  is  not  over 
yet  Now,  I  do  not  believe  the  end  of  community  banking 
is  at  hand  In  financial  services,  as  in  many  other 
businesses  local  institutions  with  close  ties  and  solid 
knowledge  of  their  communities  should  be  able  to 
compete  effectively  against  larger,  less  community- 
based  concerns  Personally,  I  am  a  big  booster  of 


America’s  tradition  of  small  entrepreneurial  financial 
institutions,  and  I  have  worked  at  the  OCC  to  make  sure 
that  this  segment  of  our  financial  services  sector 
remains  a  vigorous  one.  Nonetheless,  it  seems  clear 
that  —  in  the  absence  of  legislative  intervention  —  the 
future  holds  a  banking  industry  increasingly  dominated 
by  large,  complex,  multistate  companies. 

Moreover,  personally,  the  thought  of  a  financial  services 
system  with  larger  institutions  does  not  trouble  me  so 
long  as  we  are  certain  we  have  the  ability  to  regulate 
them  effectively  and  take  care  to  ensure  that  excessive 
concentration  does  not  give  rise  to  anticompetitive 
practices.  But  not  all  thoughtful  observers  share  my 
perspective.  It  remains  unclear  whether,  as  a  nation,  we 
are  willing  to  let  go  of  our  historic  concerns  about 
concentration  of  economic  power  in  large  financial 
institutions.  And,  to  be  fair,  those  concerns  find  a  con¬ 
temporary  voice  in  current  policy  questions:  At  what 
point,  if  ever,  does  a  bank  or  other  financial  institution 
become  too  big  to  fail?  Do  local  economies  suffer  when 
local  financial  institutions  are  acquired  by  out-of-state 
banks? 

These  are  critical  questions.  On  the  first,  I  will  say  only 
that  I  am  not  personally  persuaded  —  especially  if  we 
bank  supervisors  do  our  jobs  well  —  that  any  bank 
should  ever  be  too  big  to  fail.  But  it  is  a  question  on 
which  reasonable  people  can  and  do  differ. 

On  the  second  question —  whether  local  economies 
suffer  when  they  are  dominated  by  out-of-state  banks 
—  we  have  some  evidence  that  large  banks  not  only 
meet  small  business  credit  needs  but  do  so  at  very 
competitive  prices.  One  of  the  OCC’s  senior 
economists  recently  completed  a  study  comparing 
prices  of  small  business  loans  made  by  in-state  banks 
with  loans  by  banks  headquartered  out-of-state,  most 
of  which  were  considerably  larger.  The  study  showed 
that  small  business  loans  from  the  larger  banks  operat¬ 
ing  over  several  states  tended  to  have  lower  prices. 
Interestingly,  the  study  also  found  that  the  costs  of  small 
business  lending  are  lower  at  community  banks  than  at 
large  banks.  If  that’s  true,  small  banks  could  certainly 
compete  against  larger  banks. 

Conclusion 

In  conclusion,  I  do  not  come  here  with  all  the  answers 
to  the  questions  I  have  posed  today  about  our  financial 
services  system.  But  let  me  offer  a  few  observations. 

First,  we  greatly  need  a  bolder  approach  to  financial 
services  modernization:  in  effect,  a  new  paradigm  for 
the  financial  services  industry.  Second,  we  can  and 
must  strike  the  right  balances  between  the  free  market 
and  regulation,  and  between  big  and  small  institutions. 
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But  there  is  no  reason  to  believe  we  cannot  achieve  that 
balance.  Indeed,  I  am  confident  a  financial  services 
industry  that  encourages  competition  under  ap¬ 
propriate  supervision  must  inevitably  include  both 
larger  institutions  and  smaller  financial  services  com¬ 
panies.  Third,  we  all  must  work  hard  and  work  together 
—  on  a  bipartisan  basis,  within  our  industries,  with  other 
financial  service  industries,  and  with  the  customers  of 
financial  institutions  —  to  truly  modernize  financial  ser¬ 
vices.  We  need  to  realize  that  we  all  have  an  important 
stake  in  the  outcome  of  this  issue.  This  emerging  finan¬ 
cial  services  industry  will  determine  how  the  U.S. 
economy  —  and  that  certainly  includes  businesses  and 
individual  consumers  —  is  financed  in  the  next  century. 

I  like  to  think  that  the  OCC,  because  of  our  tradition,  our 
expertise,  and  our  mandate,  is  in  a  unique  position  to 
assess  the  tension  created  by  changes  on  the  financial 
services  horizon  and  the  concerns  they  raise  for  the 
industry  and  the  public.  My  hope  is  that  we  can  be  a 
positive  force  to  elevate  the  debate  over  the  future  of 
financial  services  in  this  country.  Working  together  with 
financial  institutions,  the  Congress,  and  concerned 
citizens,  our  goal  must  be  to  strike  the  proper  balance 
between  competing  objectives  to  give  the  nation  the 
safe,  competitive,  efficient  and  accessible  financial  ser¬ 
vices  system  it  needs  to  foster  economic  opportunity  for 
its  citizens  and  communities  in  the  21st  century. 

As  we  work  together  to  create  the  future,  it  is  essential 
that  we  be  guided  by  facts,  not  factoids  —  and  by 


reason,  not  prejudice.  As  I  said  at  the  outset,  I  have  a 
great  deal  of  respect  for  the  Comstock  Club’s  goal  of 
“searching  for  facts.”  That  motto  calls  to  mind  the  words 
of  Bernard  Baruch,  whose  advice  —  offered  over  a  half 
century  ago  —  remains  most  relevant  as  we  consider 
how  best  to  prepare  ourselves  for  the  next  century. 
Baruch  wrote,  and  I  quote: 

Approach  each  new  problem  not  with  a  view  of 
finding  what  you  hope  will  be  there,  but  to  get  to 
the  truth,  the  realities  that  must  be  grappled  with. 
You  may  not  like  what  you  find.  In  that  case,  you 
are  entitled  to  try  to  change  it.  But  do  not  deceive 
yourself  as  to  what  you  do  find  to  be  the  facts  of 
the  situation. 

I  want  to  close  with  those  words  because  I  sense  — 
particularly  when  I  get  this  far  away  from  the  Capital 
Beltway  —  that  our  great  need  to  address  major  socie¬ 
tal  problems  is  matched  by  the  American  public’s 
strong  determination  to  deal  with  the  facts  and  demand 
that  we  start  to  get  things  right.  When  I  have  the  chance 
to  speak  before  concerned  citizens  like  you,  I  am 
continually  encouraged  that  we  can,  if  we  desire,  get 
at  the  facts,  acknowledge  the  conflicts,  build  on  our 
shared  core  beliefs,  and  forge  the  strong  coalitions  of 
government,  community  leaders,  business  executives, 
and  consumers  we  need  to  move  forward  to  future 
success. 
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Remarks  by  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the  OCC 
Antitrust  Conference,  on  the  role  of  antitrust  in  banking,  Washington,  DC, 
November  16,  1995 


The  wave  of  bank  mergers  we  have  experienced  the 
past  several  years  has  generally  been  hailed  on  Wall 
Street,  where  analysts  applaud  the  prospect  of 
economies  of  scale  and  scope  created  by  consolida¬ 
tion.  On  Main  Street,  the  same  phenomenon  is  viewed 
with  some  trepidation.  Americans’  traditional  distrust  of 
all  things  big  raises  concerns  about  how  smaller 
markets  and  small  business  customers  will  be  served 
in  a  future  with  fewer,  and  considerably  larger,  banks. 

Here  in  Washington,  regulators  and  policymakers  have 
the  responsibility  to  examine  the  public  policy  issues 
raised  by  1995’s  bank  mergers:  What  are  the  overall 
competitive  effects?  Are  there  significant  consumer 
benefits?  What  are  the  safety  and  soundness  implica¬ 
tions? 

Different  groups  have  different  ways  of  raising  these 
basic  concerns.  Bank  customers  are  asking,  “Are  these 
new  banking  behemoths  going  to  be  too  big  to  serve 
me  in  the  way  I  want?”  Consumer  advocates  ask,  “Are 
they  getting  so  big  as  to  stifle  competition  in  the  local 
markets  in  which  they  operate?”  And  regulators  must 
ask,  “How  do  we  supervise  these  larger  institutions, 
with  their  new  and  sometimes  different  risks,  to  ensure 
safety  and  soundness?” 

Are  the  public’s  concerns  are  justified?  Certainly  they 
are  nothing  new.  Throughout  the  history  of  our  country, 
Americans  have  expressed  reservations  whenever 
they  have  seen  a  concentration  of  resources  in  the 
hands  of  a  few  large  businesses  within  an  industry. 
Because  we  all  know  the  benefits  of  competition,  we 
can  understand  why  the  public  fears  the  power  of  a 
dominant  market  player  with  unbridled  economic  and 
political  prowess. 

The  Sherman  Act  of  1890  and  the  Clayton  Act  of  1914 
are  evidence  of  a  national  commitment  —  a  quintessen- 
tially  American  commitment  —  to  a  policy  of  preventing 
monopoly  and  fostering  competition.  As  Emanuel 
Celler,  Chairman  of  the  Antitrust  Subcommittee  of  the 
House  Judiciary  Committee,  wrote  in  1965,  “Antitrust 
principles  are  a  peculiarly  American  instrument  for  the 
promotion  and  preservation  of  competition  in  free 
markets." 

In  the  banking  area,  the  Bank  Holding  Company  Act  of 
1956  and  the  Bank  Merger  Act  of  1960  gave  federal 
bank  regulatory  agencies  power  to  restrict  anticompeti¬ 
tive  mergers  Three  years  after  the  Bank  Merger  Act 


in  1963  —  the  Supreme  Court  held  in  the  Philadelphia 
National  Bank  decision  that,  contrary  to  the  prevailing 
conventional  wisdom,  bank  mergers  were  subject  to 
section  7  of  the  Clayton  Act.  The  Court  went  on  to  argue 
that  preventing  concentration  was  even  more  critical  in 
regulated  industries  such  as  banking  where  entry  was 
more  controlled  than  it  is  in  other  industries.  While 
making  it  clear  that  banking  was  subject  to  the  antitrust 
laws,  the  decision  failed  to  anticipate  the  evolution  of 
financial  services  and  the  fact  that  banking  would  be 
increasingly  confronted  with  nonbank  competitors  who 
enjoyed  relatively  unrestrained  access  to  the  market 
and  could  develop  specialized  expertise  in  one  or  two 
areas  of  the  financial  services  universe. 

Unlike  35  years  ago,  there  are  now  nonbank  com¬ 
petitors  for  nearly  all  commercial  bank  services.  Today, 
it  is  hard  to  identify  market  segments  where  banks 
maintain  a  clear  competitive  advantage,  except,  per¬ 
haps  in  small  business  lending  —  in  the  form  of  lower 
information  costs  —  and  in  retail  deposits  —  in  the  form 
of  federal  deposit  insurance.  And  the  latter  advantage 
is  shared  with  other  depository  institutions.  Indeed,  one 
could  argue  that  only  bank  innovativeness  in  entering 
new  markets  such  as  those  for  derivatives  and  various 
financial  guarantees  such  as  standby  letters  of  credit 
has  allowed  them  to  remain  major  players  in  financial 
markets. 

I  believe  that  the  lowering  of  geographical  barriers, 
which,  by  broadening  local  markets,  has  given  the 
country  a  less  balkanized  banking  system,  together 
with  increased  nonbank  competition  means  that 
mergers  are  less  anticompetitive  today  than  they  would 
have  been  in  the  past.  Perhaps  the  larger  question  — 
but  one  largely  unasked  in  the  wake  of  merger  an¬ 
nouncements  —  is  whether,  given  the  reach  of  modern 
technology,  disappearing  barriers  to  interstate  bank¬ 
ing,  and  the  explosion  of  nonbank  financial  services 
providers,  it  is  even  possible  for  a  single  bank  to  gain 
monopoly  control  of  financial  services  in  a  given 
market? 

Despite  the  common  confusion  of  absolute  size  with 
size  relative  to  the  market,  high  concentration  that  leads 
to  anticompetitive  effects  is  more  likely  to  result  from 
mergers  in  small  towns  and  rural  areas  —  where  the 
number  and  average  size  of  competitors  is  small 
than  from  megamergers  of  institutions  serving  large 
metropolitan  markets  or  diverse  regional  economies 
And  in  those  instances,  the  market  for  small  business 
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lending  is  likely  to  be  most  damaged  by  a  merger  that 
eliminates  a  bank  competitor.  So  attention  should  be 
paid  to  the  competitive  effects  of  mergers  in  highly 
concentrated  local  markets.  But  while  the  focus  in 
judging  the  effects  of  potential  mergers  has  been  on 
the  “most  damaged  market,”  it  is  not  clear  that  a  merger 
that  strengthens  competition  in  most  of  the  markets  in 
which  a  bank  competes  should  be  denied  because  of 
anticompetitive  effects  in  a  single  market.  At  the  very 
least,  the  issue  should  be  revisited.  Particularly  in  light 
of  recent  studies  that  have  suggested  that  large  banks 
and  banks  headquartered  in  other  states  are  as  willing 
as  local  banks  to  lend  to  small  business. 

Let  us  now  consider  the  consumer  benefits  touted 
when  bank  mergers  are  announced  and  Wall  Street 
weighs  in  with  its  seal  of  approval. 

The  basic  justification  of  mergers  has  been  economies 
of  scale  or  improvement  in  efficiency.  In  these  cases, 
we  are  told  that  consumers,  shareholders,  and 
employees  will  reap  across-the-board  benefits  from  the 
lower  operating  costs.  Consumers  are  promised 
benefits  in  the  form  of  better  service  at  lower  prices. 
Shareholders  hope  to  see  higher  profits  and  garner 
larger  dividends.  And  the  spin  for  employees  is  that 
although  bank  mergers  may  result  in  some  layoffs  — 
as  is  true  of  most  organizational  changes  that  improve 
efficiency  —  remaining  employees  may  find  greater 
career  opportunities  in  a  stronger  and  more  stable 
institution. 

But  although  mergers  create  opportunities  for  econo¬ 
mies,  they  do  not  guarantee  them.  In  fact,  the  evidence 
on  benefits  in  this  regard  is  extremely  mixed.  Some 
studies  suggest  only  weak  support  for  mergers,  and 
little  research  has  been  done  on  the  effects  of  prices 
and  services  to  consumers.  Further,  experience  has 
shown  that  economies  of  scale  top  out  at  about  $100 
million  in  assets  for  retail  banks. 

Consumer  benefits  are  inversely  related  —  in  many 
cases  —  to  the  level  of  concentration  in  the  markets  in 
which  the  merged  bank  competes.  Mergers  between 
banks  in  the  same  local  market  may  simultaneously 
enable  banks  to  improve  productive  efficiency  and,  by 
increasing  concentration  and  facilitating  tacit  collusion 
in  the  market,  prevent  consumers  from  enjoying  the 
benefits  of  that  improved  efficiency.  Indeed,  those 
mergers  promising  the  most  efficiency  are  arguably  the 
most  anticompetitive  because  they  involve  banks  in  the 
same  local  markets.  The  resulting  increases  in  bank 
concentration  tend  to  raise  prices  to  customers,  and 
the  closing  of  overlapping  branches,  while  lowering  the 
merged  bank’s  costs,  also  reduces  customer  con¬ 
venience  and  eliminates  alternatives.  Again,  the  nega¬ 
tive  effects  would  be  greatest  in  areas  that  have 


experienced  less  penetration  by  nonbank  providers  of 
financial  services. 

To  date,  at  least,  the  ongoing  consolidation  movement 
in  U.S.  banking  does  not  seem  to  have  led  to  dangerous 
levels  of  concentration.  Some  data  assembled  recently 
by  Dan  Nolle  of  the  OCC’s  Bank  Research  Division  tell 
what  has  been  happening  at  the  national  level. 

It  is  true  that  nationwide  concentration  has  increased 
considerably  over  the  past  decade  — the  percentage 
of  total  assets  accounted  for  by  the  largest  1 00  banking 
organizations  rose  from  63  percent  in  1985  to  75  per¬ 
cent  in  early  1995  —  and  the  number  of  banking 
organizations  declined  from  nearly  11,000  to  around 
7,900  over  the  same  period.  But  these  numbers  also 
show  that  the  U.S.  banking  system  still  remains  by  far 
the  least  concentrated  in  the  world.  In  any  case,  it  is 
generally  recognized  that  concentration  at  the  national 
level  provides  little  information  on  the  competitiveness 
of  local  markets,  which  are  most  relevant  to  consumers 
and  small  businesses. 

Some  data  from  a  recent  paper  by  Stephen  Rhoades 
at  the  Federal  Reserve  Board  may  help  to  put  the 
effects  of  the  recent  mergers  on  local  markets  in  better 
perspective.  Measured  by  the  share  of  deposits  held 
by  the  three  largest  banks  in  the  market,  average 
concentration  in  Metropolitan  Statistical  Areas  barely 
increased  between  1985  and  1994,  from  67.4  percent 
to  68.3  percent;  by  some  measures  it  actually  declined. 
Nonmetropolitan  counties  experienced  declines  in 
concentration  by  both  measures.  Despite  the  newswor¬ 
thiness  of  the  recent  megamergers,  this  is  hardly  the 
picture  of  a  banking  system  becoming  highly  con¬ 
centrated  overnight. 

Nonetheless,  in  assessing  the  impact  of  these  mergers 
on  competition  and  their  realized  and  potential  benefits 
to  consumers,  it  is  worth  noting  the  regional  interstate 
banking  compacts  of  the  early  1980s,  which  initially 
permitted  interstate  acquisitions  only  within  a  particular 
region.  The  result  was  to  encourage  mergers  of  the 
largest  banks  within  each  region  of  the  country,  result¬ 
ing  in  increased  concentration  at  the  regional  level. 
Although  few  studies  have  looked  at  this  question,  it  is 
conceivable  that  the  benefits  to  consumers  may  have 
been  smaller  than  if  we  had  moved  directly  to  nation¬ 
wide  banking. 

Conceptually  at  least,  one  would  expect  greater 
benefits  when  banking  organizations  acquire  banks  in 
other  regions  —  facilitating  the  interpenetration  of 
markets  —  than  when  they  merge  with  other  large 
institutions  in  the  same  region.  At  the  very  least,  it  is 
worth  investigating  the  impact  of  mergers  on  customers 
who  are  large  enough  not  to  be  entirely  dependent  on 
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banks  in  the  local  market  but  not  large  enough  to  enjoy 
nationwide  alternatives. 

I  have  never  counted  myself  among  those  who  feel  that 
mergers  spell  the  end  of  community  banking  and  the 
benefits  consumers  enjoy  from  dealing  with  a  small 
bank  around  the  corner.  The  survival  and  continued 
chartering  of  small  banks  suggest  they  are  serving 
special  niches  and  can  compete  effectively  with  their 
larger  brethren.  While  the  future  probably  will  bring 
more  large,  complex  multistate  companies  to  banking, 
we  must  continue  to  support  America’s  tradition  of  small 
entrepreneurial  financial  institutions  and  make  sure  this 
segment  of  the  financial  services  sector  remains  a 
vigorous  one. 

And  finally,  what  are  the  supervisory  implications  of 
bank  mergers?  I  want  to  emphasize  that  the  thought  of 
a  financial  services  system  with  larger  institutions  does 
not  trouble  me  from  a  safety  and  soundness  standpoint 
—  so  long  as  we  are  able  to  regulate  them  effectively. 
In  general,  mergers  produce  larger  and  more  diver¬ 
sified  organizations  that  are  less  vulnerable  to  failure. 
But  critics  have  suggested  that  mergers  also  create 
more  banks  that  might  be  seen  as  being  too-big-to-fail, 
despite  the  restrictions  on  that  policy  in  the  FDIC  Im¬ 
provement  Act,  because  there  is  always  strong  pres¬ 
sure  for  government  intervention  to  keep  large  banks 
afloat.  Again  —  while  I  may  not  personally  agree  with 
this  suggestion  —  this  is  a  topic  worthy  of  further 
discussion. 


With  few  exceptions,  the  merger  applications  filed  with 
the  OCC  over  the  last  several  years  have  raised  neither 
substantive  competitive  nor  supervisory  concerns.  In 
keeping  with  our  continuing  quest  to  reduce  the  un¬ 
necessary  regulatory  burden  on  banks,  we  have 
developed  a  simplified  application  tool  for  assessing 
the  competitive  effects  of  bank  mergers,  which  we 
recently  clarified  in  collaboration  with  the  Department 
of  Justice. 

Today’s  conference  gives  us  the  opportunity  to  explore 
the  issues  raised  by  bank  mergers  from  a  variety  of 
angles  and  in  greater  depth  than  I  have  covered  this 
morning.  Gary  Whalen,  with  the  help  of  other  members 
of  the  Bank  Research  Division,  has  done  an  outstand¬ 
ing  job  of  organizing  the  conference.  I  am  also  grateful 
to  our  current  Visiting  Scholar,  Bernie  Shull,  an 
economist  at  the  OCC  under  James  Saxon  in  the  early 
1960s  who  spent  a  number  of  years  at  the  Federal 
Reserve  Board  and  built  a  distinguished  career  as  an 
academic  before  coming  home  for  a  visit  this  year,  for 
his  help  in  planning  the  conference. 

Whalen  and  Shull  have  been  instrumental  in  assem¬ 
bling  a  high-powered  lineup  of  industry  leaders,  key 
policymakers,  and  renowned  scholars  who  have  of¬ 
fered  to  share  their  insight  and  whose  presentations  I 
am  certain  will  stimulate  lively  discussion  and  much  for 
us  to  consider. 
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For  the  better  part  of  the  last  20  years,  we  have  wit¬ 
nessed  great  changes  in  America’s  banking  industry. 
We  have  seen  the  banking  industry  evolve  from  taking 
deposits  and  making  loans  to  an  industry  that,  today, 
provides  securities  activities,  money  management, 
credit  cards,  loan  servicing  and  complex  derivative 
products.  Some  banks  today  make  virtually  no  loans, 
but  rather  are  almost  totally  engaged  in  trading  ac¬ 
tivities.  These  fee-based  lines  of  business  have  had  to 
replace  the  traditional  business  of  banking  that  has 
shrunk  as  depositors  take  advantage  of  options  such 
as  mutual  funds  and  money  market  funds  and  business 
customers  can  go  directly  to  the  world’s  financial 
markets. 

In  addition,  new  technologies  are  altering  the  delivery 
system  of  financial  services,  giving  bank  customers 
new  ways  to  conduct  their  financial  business  and  banks 
new,  sophisticated  and  aggressive  competitors.  And 
although  bank  profits  are  strong  in  1995,  core 
profitability  in  the  future  is  open  to  question. 

All  these  changes  mean  that  we  are  today  at  what  is 
clearly  a  historic,  pivotal  moment  for  banking.  This 
afternoon,  I  would  like  to  talk  about  what  this  period 
means  for  the  work  of  auditors  and  examiners  and  the 
importance  of  strengthening  the  working  relationship 
between  bank  auditors  and  bank  examiners. 

The  current  state  of  banking  —  and  its  unclear  future 
—  places  intense  pressure  on  auditors  and  examiners 
alike  to  help  banks  operate  more  efficiently  and  be¬ 
come  more  effective  competitors  in  the  expanding 
financial  services  arena.  We  have  to  be  aggressive  in 
reducing  the  burden  of  our  oversight  for  banks.  Indeed, 
for  all  of  us  involved  in  bank  oversight  and  banking, 
burden  reduction  must  be  the  watchword  in  1995  and 
beyond.  And  there  is  nearly  universal  agreement 
among  bankers,  regulators,  and  auditors  that  the  best 
strategy  to  eliminate  burden  is  to  focus  first  on  what 
matters  most  —  risk  —  and  steadfastly  cut  away  at  the 
underbrush,  at  what  is  extraneous. 

We  have  found,  at  the  OCC,  quite  a  few  ways  to  employ 
that  strategy.  For  example,  we  are  working  to  eliminate 
all  applications  for  shared  ATMs.  These  account  for  an 
astonishing  95  percent  of  all  such  applications.  Chang¬ 
ing  this  requirement  will  certainly  be  a  win  for  those  in 
the  banking  industry  who  have  been  forced  to  act  as 
paper  producers  every  time  their  institution  goes 


through  the  relatively  standard  process  of  adding  more 
ATMs  to  its  network.  But  it  will  also  be  a  windfall  for  OCC 
staffers,  who  have  had  to  push  that  paper  through  the 
approval  process.  This  change  will  free  up  their  time  to 
focus  on  those  applications  that  raise  legitimate  safety 
and  soundness  concerns. 

In  addition,  we  have  reduced  burden  on  smaller  banks 
with  our  noncomplex  bank  examinations.  Here,  too,  we 
are  focusing  on  essentials  —  the  integrity  of  a  bank’s 
numbers  and  its  risk  profile  —  and  away  from  the 
ridiculous,  such  as  requiring  a  branch  closing  policy  for 
institutions  that  do  not  even  have  branches. 

Those  are  just  two  of  the  more  obvious  ways  we  are 
working  to  reduce  burden  and  increase  effectiveness. 
Now,  however,  we  need  to  move  beyond  the  obvious  to 
other  efforts  that  hold  the  promise  of  significant  burden 
reduction.  These  efforts  require  thoughtful  considera¬ 
tion,  continuous  evaluation,  and  industrywide  consult¬ 
ation  if  we  are  to  achieve  the  proper  balance  between 
safety  and  soundness  and  minimal  intrusion  by  super¬ 
visors. 

Broad  industry  involvement,  for  example,  will  be  vital  to 
achieving  the  burden  reduction  objective  at  the  core  of 
the  plan  by  the  Reports  Task  Force  of  the  Federal 
Financial  Institution’s  Examination  Council  to  use 
generally  accepted  accounting  principles,  or  GAAP,  for 
call  reports.  Indeed,  burden  reduction  is  the  main 
reason  I  supported  this  plan,  which  will  go  into  effect 
the  first  quarter  of  1997.  The  law  requires  the  banking 
agencies  to  adopt  a  uniform  core  regulatory  report  for 
banks,  thrifts  and  holding  companies  that  will  eventual¬ 
ly  replace  the  three  separate  reports  in  use  today.  The 
FFIEC  plan  meets  this  requirement. 

GAAP  and  RAP 

Let’s  take  a  closer  look  at  what  has  really  changed  so 
far.  The  regulators  have  made  the  decision  to  use  GAAP 
on  call  reports.  Eliminating  separate  regulatory  ac¬ 
counting  policies  will,  in  many  cases,  result  in  faster 
recognition  of  income,  and  banks  will  find  it  easier  to 
remove  certain  assets  and  liabilities  from  their  balance 
sheets.  Although  these  are  important  reporting  issues, 
we  have  not  yet  resolved  how  the  regulatory  agencies 
will  address  the  supervisory  issues  raised  by  GAAP- 
based  reporting.  Our  task  now,  which  frankly  is  more 
difficult  but  much  more  significant  than  the  reporting 
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decision,  is  to  determine  the  extent  to  which  sup¬ 
plemental  adjustments  or  other  provisions  in  call  re¬ 
ports  are  needed  to  achieve  necessary  supervisory 
objectives. 

As  I  mentioned,  we  expect  that  banks  will  be  allowed 
to  report  higher  earnings  under  GAAP  than  under  cur¬ 
rent  regulatory  accounting  policies.  The  supervisory 
question,  then,  is  whether  these  potentially  higher  earn¬ 
ings  will  be  used  for  regulatory  determinations  such  as 
dividend  limits  or  Tier  One  capital. 

This  could  affect  a  variety  of  other  supervisory  areas, 
such  as  the  application  of  legal  lending  limits  and  limits 
on  permissible  investment  activities.  Similarly,  if  total 
reported  footings  are  reduced  because  of  netting  or  the 
increased  ability  under  GAAP  to  move  assets  and 
liabilities  off  balance  sheet,  should  the  determination  of 
leverage  ratios  be  adjusted? 

These  determinations  will  be  based  on  several  factors. 
First,  we  must  carefully  reconsider  the  supervisory  con¬ 
cerns  that  led  to  existing  differences  between  GAAP 
and  regulatory  accounting  principles  (RAP).  Those  dif¬ 
ferences  that  are  outdated  or  that  have  such  rare  ap¬ 
plication  as  to  be  inconsequential  can  be  eliminated. 
For  those  significant  concerns  that  remain,  which  I 
hope  will  be  few,  we  will  seek  to  devise  the  least 
burdensome  method  possible  for  continuing  to  en¬ 
sure  that  bank  safety  and  soundness  is  not  com¬ 
promised. 

Plowever,  we  cannot  focus  only  on  historical  differen¬ 
ces.  For  example,  the  Financial  Accounting  Standards 
Board  is  considering  serious  changes  that  will  affect 
some  of  the  most  significant  existing  GAAP/RAP  dif¬ 
ferences.  The  ever-evolving  nature  of  GAAP  requires 
regulators  to  stay  apprised  of  GAAP  developments, 
and  to  anticipate  and  prepare  for  changes  that  may 
have  supervisory  ramifications. 

Clearly,  we  will  be  more  effective  if  we  can  look  ahead 
to  the  supervisory  impact  of  potential  changes  and 
work  with  you  to  resolve  accounting  supervisory  issues, 
rather  than  merely  reacting  to  accounting  changes  as 
they  occur.  For  several  years,  we  and  the  other 
regulatory  agencies  have  increased  our  participation 
in  the  GAAP  rule-making  process.  We  expect  this  trend 
to  continue  as  we  seek  to  help  shape  the  debate  on 
changes  and  developments  in  GAAP 

We  recognize,  of  course,  that  these  efforts  will  not 
always  be  fully  successful,  simply  because  supervisory 
objectives  are  not  always  consistent  with  the  needs  of 
users  of  general  purpose  financial  statements.  In  those 
instances,  we  cannot  allow  bank  supervision  policy  to 
be  compromised  by  those  who  sehaccounting  stand¬ 


ards.  Even  though  regulatory  reporting  will  be  based 
on  GAAP,  we  may  be  obligated  to  establish  additional 
requirements  to  maintain  effective  supervision  in  the 
least  burdensome  manner  possible.  Genuine  burden 
reduction  will  result  only  if  we  are  able  to  reduce  the 
number  of  supervisory  deviations  from  GAAP.  To  that 
end,  the  FFIEC  Task  Force  for  Supervision  has  just 
begun  to  conduct  an  in-depth  assessment  of  these, 
and  several  other,  issues. 

Examiner/CAP  Pilot  Program 

In  deciding  how  to  reduce  burden  and  maintain  super¬ 
visory  standards,  it  is  critical  that  we  get  input  from 
banks  and  open  up  this  debate  to  those  institutions  and 
individuals  most  affected  by  this  move  to  GAAP.  The 
move  to  GAAP  call  reports  illustrates  the  importance  of 
ongoing  industry  dialogue  and  the  need  to  work 
together  to  achieve  the  mutual  objectives  of  reduced 
burden  and  enhanced  safety  and  soundness.  That  is 
why  I  have  great  expectations  for  the  OCC’s  ex¬ 
aminer/CPA  cooperation  pilot  program  we  are  introduc¬ 
ing.  I  am  hopeful  that  this  effort  will  lead  to  more 
cooperative  working  relationships  —  relationships 
grounded  in  mutual  understanding  of  each  other's  ex¬ 
pertise  and  roles.  But  cooperation  between  examiners 
and  auditors  has  always  been  easier  said  than  done. 
Cooperative  efforts  in  the  past  have,  quite  frankly, 
achieved  lackluster  results.  It  can  be  a  challenge  bridg¬ 
ing  the  chasm  that  separates  the  auditor  and  the  ex¬ 
aminer.  That  difficulty  has  primarily  been  a  reflection  of 
the  different  roles  we  play,  and  the  fact  that  we  oc¬ 
casionally  find  ourselves  at  odds  because  of  our  dis¬ 
tinctive  missions. 

Plowever,  in  the  more  competitive  environment  banks 
face  today,  it  is  essential  that  we  now  achieve  the  full 
promise  of  cooperative  efforts.  Indeed,  I  would  go 
further  and  say  that  increased  cooperation  and  efficien¬ 
cy  is  an  obligation  that  examiners  and  auditors  share, 
despite  our  different  functions. 

The  idea  behind  the  pilot  examiner/CPA  program  is 
simple  —  greater  cooperation  to  reduce  wasteful  dupli¬ 
cation  and  oversight  burden.  I  know,  from  discussions 
I  have  had  with  bankers  around  the  country  that  many 
of  them  understand  the  value  of  examiner/auditor 
cooperation  as  much  as  they  appreciate  our  differing 
functions.  The  OCC’s  ombudsman  has  also  heard  an 
earful  about  how  much  could  be  gained  if  bank  ex¬ 
aminers  and  auditors  found  ways  to  reduce  duplicative 
requests  and  gained  a  better  understanding  of  what 
each  side  brings  to  the  oversight  table.  The  FDIC 
Improvement  Act  of  1991  mandates  direct  and  ex¬ 
panded  reporting  by  auditors  to  regulators.  And  a 
recent  study  of  the  Group  of  30  formally  recommended 
greater  cooperation  between  auditors  and  examiners 
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Clearly,  there  is  a  consensus  that  this  simple  idea  is  a 
good  idea  whose  time  has  come. 

Zane  Blackburn,  the  OCC’s  chief  accountant,  is  spear¬ 
heading  this  pilot  program  for  the  OCC.  Currently,  Zane 
and  his  staff  are  talking  with  CPA  firms,  associations  like 
the  AICPA,  bankers,  examiners,  and  auditors  to  identify 
up  to  10  large  regional  and  multinational  banks  for 
participation  in  a  voluntary  pilot  project  to  promote 
greater  cooperation  between  examiners  and  auditors. 

We  have  targeted  large  banks  for  this  pilot  because  of 
their  complexity  and  the  expertise  of  the  auditors  and 
examiners  assigned  to  them.  We  will  complete  this 
selection  stage  in  the  next  few  weeks. 

Then,  the  examiners  and  auditors  involved  in  each 
bank  will  discuss  the  auditing  and  examination  plans 
for  the  coming  year  —  including  assessment  of  the  risks 
inherent  in  the  bank’s  activities.  Moreover,  I  am  hopeful 
that  they  will  identify  specific  risk  areas  upon  which  to 
focus  and  develop  a  plan  of  cooperation  in  reviewing 
those  areas. 

Risk-Based  Oversight 

I  am  encouraged  by  the  fact  that  national  bank  ex¬ 
aminers  and  auditors  alike  have  moved  away  from 
focusing  exclusively  on  individual  transactions  in  banks 
to  assessing  and  auditing  the  risks  inherent  in  a  bank’s 
activities.  This  change  in  focus  may  well  be  the  key¬ 
stone  to  the  success  of  this  cooperative  program. 

This  change  also  represents  a  profound  shift  in  our 
collective  oversight  philosophy  —  a  shift  toward  risk 
identification,  risk  measurement,  and  risk  management 
in  our  respective  evaluations  of  bank  operations. 

As  I  am  sure  many  of  you  are  aware,  the  OCC  recently 
unveiled  a  program  we  call  Supervision  by  Risk  that 
fundamentally  changes  the  way  we  supervise  banks. 
This  approach  will  help  our  examiners  gauge  an 
institution’s  cumulative  risk  rather  than  just  measuring 
the  bank’s  past  performance.  To  aid  our  examiners  in 
getting  a  better  picture  of  the  bank’s  overall  risk  profile, 
we  have  identified  nine  categories  of  risk  that  we 
believe  encompass  the  major  categories  of  risk  in¬ 
herent  in  modern  banking.  I  know  the  AICPA  is  working 
on  a  parallel  track  and  your  revised  Bank  Audit  Guide 
will  outline  a  similar  risk-based  approach  as  you  strive 
to  develop  a  more  accurate  picture  of  bank  programs. 


Clearly,  a  risk-based  approach  is  the  only  appropriate  way 
for  us  to  serve  an  industry  whose  products,  competitors, 
markets,  and  technologies  are  changing  so  rapidly.  And 
certainly,  there  is  much  for  us  to  learn  together  as  we  apply 
this  new  approach  to  audits  and  examinations. 

So  an  early  result  of  the  examiner/CPA  pilot  program 
will  be  sharing  insights  into  how  to  make  risk-based 
oversight  work  for  today’s  banking  and  in  anticipation 
of  tomorrow’s  products  and  services. 

Other  benefits  of  the  cooperative  program  will  occur  over 
the  long  haul  and  take  several  forms.  For  example,  I  hope 
we  can  better  coordinate  procedures  for  reviewing  com¬ 
mon  areas  of  concern  to  reduce  examination  and  audit 
time.  This  kind  of  efficiency  will  both  reduce  the  workload 
of  banks  in  managing  their  audits  and  examination  and, 
over  time,  help  us  hold  down  fees  and  assessments. 

Further,  this  pilot  affords  us  the  opportunity  to  share  our 
collective  knowledge  of  technology.  Software  currently 
in  use  by  examiners,  for  example,  might  be  helpful  to 
auditors  in  reviewing  regulatory  capital  disclosures, 
and  data  compiled  by  our  OCC  examiners  could  be 
useful  to  auditors,  just  as  examiners  might  find  it  benefi¬ 
cial  to  gain  access  to  information  you  produce  in  the 
course  of  bank  audits.  We  may  eventually  even  be  able 
to  share  databases.  And  finally,  a  more  open  dialogue 
will  mean  fewer  surprises  and  the  controversies  they 
can  lead  to. 

The  dramatic  changes  in  banking  we  have  already 
seen  challenge  us  to  find  new  ways  to  do  our  jobs  in 
the  least  intrusive,  but  most  value-added  way  possible. 
The  coming  decades  will  continue  to  present  us  with 
new  responsibilities  and  changing  roles. 

In  the  past,  we  have  approached  bank  oversight  from 
different  perspectives.  And  we  each  continue  to  serve 
a  unique  purpose.  Given  the  increased  interaction  be¬ 
tween  accounting  developments  and  supervisory  is¬ 
sues,  however,  CPAs  today  have  greater  public  policy 
responsibilities.  Today  we  share  the  great  responsibility 
to  ensure  this  nation  has  an  efficient,  competitive,  safe 
and  sound  banking  system. 

We  look  forward  to  working  with  the  AICPA  to  fulfill  this 
responsibility  and  keep  the  momentum  for  change  and 
burden  reduction  going  —  for  our  nation’s  banks,  and 
for  the  public  that  depends  on,  and  demands,  safe  and 
strong  financial  institutions. 
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Thank  you  for  asking  me  to  share  my  thoughts  —  as  a 
U.S.  regulator  —  on  the  proper  supervision  of  banks’ 
derivatives  activities.  I  always  welcome  the  opportunity 
to  participate  in  forums  such  as  these,  because  I  find 
them  invaluable  to  our  collective  understanding  of 
derivatives  and  what  is  necessary  to  anchor  derivatives 
against  the  buffeting  of  the  global  marketplace.  The 
need  for  regular  communications,  between  regulators 
from  different  countries  and  with  different  experiences, 
continues  to  grow  as  financial  services  become  in¬ 
creasingly  complex  and  interrelated. 

Effective  communication,  of  course,  is  also  the  key  to 
ensuring  common  understanding.  So  I  would  like  to 
clarify  the  position  of  the  Office  of  the  Comptroller  of  the 
Currency  (OCC)  on  sales  practices  and  the  use  and 
appropriateness  of  generic  risk  disclosure  statements. 
Because,  as  some  of  you  know,  the  General  Counsel  of 
Credit  Suisse  Financial  Products  (CSFP)  and  I  have 
exchanged  correspondence  recently  regarding  the  risk 
disclosure  statement  prepared  by  CSFP  and  sent  to  all 
of  its  clients. 

Let  me  be  very  clear.  The  OCC  wholeheartedly  sup¬ 
ports  voluntary  efforts  by  industry  groups,  trade  as¬ 
sociations,  and  individual  firms  to  self-regulate  their 
over-the-counter  (OTC)  derivatives  market  activities,  to 
bring  greater  transparency  to  derivatives  transactions, 
and  to  foster  a  greater  understanding  of  the  various 
derivatives  products  and  their  risks.  In  this  regard,  the 
effort  by  CSFP  to  develop  a  generic  OTC  derivatives 
risk  disclosure  statement  —  the  first  that  I  am  aware  of 
—  is  to  be  commended. 

In  the  OCC’s  existing  guidance  to  U.S.  national  banks, 
we  require  that  a  dealer  bank  make  an  assessment  as 
to  whether  a  particular  OTC  derivatives  transaction  is 
consistent  with  its  counterparty’s  policies  and  proce¬ 
dures  for  engaging  in  derivatives  transactions.  And  we 
strongly  suggest  that  a  dealer  bank  should  refrain  from 
engaging  in  a  transaction  with  a  counterparty  that  does 
not  sufficiently  comprehend  the  risks  of  the  proposed 
transaction  In  our  view,  to  engage  in  such  a  transaction 
would  possibly  expose  the  dealer  to  unanticipated 
credit  risk  and  unnecessarily  expose  the  dealer  bank 
to  potential  litigation  and  reputation  risk. 

Risk  disclosure  statements  are  the  vehicles  typically 
used  ir i  the  exchanged-traded  derivatives  world  to 
inform  futures  and  options  traders  of  the  risks  inherent 
in  trading  those  products  Such  statements  have  be¬ 


come  standardized  —  sometimes  as  required  by  reg¬ 
ulation  —  and  generic  in  the  sense  that  they  generally 
do  not  vary  in  form  and  content  from  broker  to  broker. 
A  standardized  risk  disclosure  statement  is  best-suited 
to  standardized  and  fungible  products.  Clearly,  such 
statements  are  likely  to  be  less  informative  and,  there¬ 
fore,  less  effective  when  used  in  connection  with  an 
individually  tailored,  privately  negotiated,  one-off,  over- 
the-counter  transaction. 

Obviously,  if  a  counterparty  is  to  appreciate  fully  the 
risks  unique  to  a  particular  transaction,  in  the  absence 
of  the  necessary  expertise  to  identify  and  comprehend 
those  risks  on  its  own,  some  effort  must  be  made  by  the 
dealer  to  inform  that  counterparty  of  the  particular  risks 
associated  with  the  transaction.  In  fact,  the  OCC’s 
guidance  to  banks  would  suggest  that  such  dis¬ 
closures  ultimately  help  the  bank  to  manage  its  own 
credit  and  reputation  risk.  A  generic  risk  disclosure 
statement  is,  then,  a  useful  starting  point  for  identifying 
broad  categories  of  risk,  such  as  credit  risk,  interest 
rate  risk,  and  liquidity  risk.  But  often  more  information 
is  necessary  to  properly  pinpoint  the  level  of  each  risk 
a  transaction  entails  and  to  devise  strategies  to  control 
these  risks.  I  must  add,  however,  that  there  is  increas¬ 
ingly  a  good  deal  of  standardization  that  occurs  even 
in  the  OTC  derivatives  market,  and  for  transactions 
such  as  a  three-  to  five-year  fixed/floating  Libor  rate 
swap,  a  standardized  risk  disclosure  statement  may,  in 
fact,  be  adequate. 

At  the  OCC,  we  have  given  a  lot  of  time  and  thought 
over  the  last  two-and-a-half  years  to  the  issues  involv¬ 
ing  banks’  OTC  derivatives  activities.  One  of  the  things 
we  have  found  is  that  there  are  several  issues,  they  are 
sometimes  complex,  often  political,  but  rarely  are  they 
relevant  only  to  OTC  derivatives  trading  and  invest¬ 
ment.  These  issues  cut  across  bank  products,  services, 
and  activities,  and  the  process  of  developing  the 
proper  framework  for  the  supervision  of  banks’  deriva¬ 
tives  activities  has  caused  us  to  rethink  generally  how 
we  supervise  banks.  Derivatives  —  and  many  other 
new  and,  sometimes  complex,  products  —  have 
changed  the  way  banks  conduct  and  control  their 
business.  Not  surprisingly,  it  has  also  changed  how  we 
supervise  banks  and  how  we  approach  new  develop¬ 
ments  in  the  constantly  changing  financial  services 
marketplace. 

We  attack  derivatives  issues  on  several  fronts:  account¬ 
ing,  capital,  disclosure,  regulatory  reporting,  and  sales 
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practices.  But  it  is  clear  to  us,  as  I  am  sure  it  is  to  you, 
that  the  anchor  for  derivatives  is  sound  internal  controls 
and  prudent  risk  management.  That  is  true  with  respect 
to  any  financial  entity  —  whether  it  is  a  commercial 
bank,  thrift,  building  society,  insurance  company,  pen¬ 
sion  plan,  or  money  market  mutual  fund. 

In  fact,  if  there  are  three  words  that  transcend  the 
various  worlds  of  financial  regulators,  the  different 
types  of  financial  institutions  and  the  cornucopia  of 
trade  groups  it  is  these:  “internal  controls  matter.”  What 
else  matters?  Maintaining  proper  relations  with  your 
customers  and  counterparties.  Senior  management’s 
role  and  board  oversight  in  ensuring  the  establishment 
and  maintenance  of  such  controls.  Although  deriva¬ 
tives  raise  many  issues  for  us,  our  fundamental  concern 
with  them  is  what  we  do  not  understand  about  them  and 
ensuring  that  banks  themselves  are  asking  the  right 
questions  —  questions  such  as  “Where  is  the  risk?,” 
“What  is  the  risk?,”  and  “How  do  I  control  the  risk?” 

And  these  are  the  right  questions  to  be  asking  about 
any  capital  markets  activities  and  about  most  banking 
activities,  including  the  core  functions  of  taking 
deposits  and  making  loans.  Daiwa  and  Japan’s  Ministry 
of  Finance  learned  this  basic  truth  the  hard  way.  The 
product  was  not  derivatives,  but  U.S.  government 
securities  —  a  product  that  until  last  week  was  con¬ 
sidered  the  safest  of  investments  because  the  risks  are 
easily  identified,  measured,  monitored,  and  controlled. 
But  Daiwa  lost  at  least  $1.1  billion  trading  in  these 
products.  Why?  Because  of  the  failure  to  have  in  place 
one  of  the  most  fundamental  of  internal  controls  —  the 
separation  of  the  front  office  from  the  back  office,  of  the 
risk-takers  from  the  risk-monitors. 

In  fact,  published  reports  indicate  that  the  internal 
controls  situation  with  Japanese  banks  is  quite  serious. 
On  November  6,  an  executive  in  the  New  York  branch 
of  the  Industrial  Bank  of  Japan  was  quoted  in  the  Wall 
Street  Journal  as  saying  that  “Japanese  banks,  includ¬ 
ing  mine,  have  no  internal  controls  in  their  home  office 
or  in  their  branch  offices  .  .  .  It’s  all  based  on  trust  and 
the  buddy  system.  What  happened  at  Daiwa  could 
happen  at  any  Japanese  bank.”  Needless  to  say,  the 
bank  executive  requested  anonymity.  However,  more 
recent  reports  also  indicate  that  Japan  is  ready  to  end 
this  honor  system. 

The  failure  to  have  separate  and  independent  risk 
management  and  operations  support  units  was  also  a 
major  cause  of  the  problem  at  Barings.  Two  weeks  ago, 
the  OCC  issued  guidance  to  our  examiners  on  how  to 
examine  the  activities  of  a  bank  subsidiary  that  brokers 
futures  and  options  contracts  on  futures  and  options 
exchanges  —  the  business  in  which  the  Barings  sub¬ 
sidiary  was  involved.  This  guidance  built  upon  our 


existing  examiner  guidance  with  respect  to  financial 
derivatives  activities.  This  guidance  focuses  on  what  I 
have  talked  about  this  evening  —  the  importance  of 
board  and  senior  management  oversight,  as  well  as 
strategic  risk,  reputation  risk,  credit  risk,  liquidity  risk, 
transaction  risk,  and  compliance  risk  management 
practices  and  procedures. 

I  would  like  to  emphasize  seven  specific  elements  of 
that  guidance: 

•  First,  brokers  are  expected  to  have  a  risk  con¬ 
trol  unit  that  is  separate  and  distinct  from  the 
unit  that  trades  or  brokers  the  futures  and  op¬ 
tions.  Strong  risk  management  requires  thatthe 
unit  assessing  risk  be  separate  from  the  unit 
taking  on  the  risk. 

•  Second,  an  independent  risk  control  unit  must 
report  to  either  executive  management,  the 
bank’s  board  of  directors,  or  a  designated 
management  committee.  And  the  risk  control 
unit  must  periodically  communicate  findings  to 
senior  management  and  the  bank’s  board. 

•  Third,  when  establishing  the  broker’s  risk  limits, 
senior  bank  management  and  the  board 
should  consider  the  interrelationship  between 
the  risk  assumed  by  the  broker  and  the  risk 
assumed  by  other  affiliated  entities,  including 
the  bank. 

•  Fourth,  the  bank’s  board  should  approve  ag¬ 
gregate  risk-taking  limits  at  least  once  a  year. 
These  limits  should  be  directly  related  to  the 
nature  of  the  bank’s  strategies,  historical  per¬ 
formance,  and  the  overall  level  of  earning  or 
capital  that  the  board  is  willing  to  place  at  risk. 

•  Fifth,  as  the  culture  fostered  by  senior  manage¬ 
ment  of  the  broker  will  directly  impact  the 
amount  of  reputation  risk  faced  by  the  bank, 
bank  management  should  ensure  that  policies 
and  procedures  guiding  the  activities  of  the 
management  of  the  broker  direct  and  reinforce 
actions  that  are  consistent  with  the  risk  profile 
approved  by  the  bank’s  board. 

•  Sixth,  to  protect  the  bank’s  reputation,  the 
broker  should  implement  policies  and  proce¬ 
dures  that  address  the  issues  of  soliciting  new 
customers,  analyzing  customer  creditworthi¬ 
ness,  performing  ongoing  monitoring  of  cus¬ 
tomer  accounts,  and  handling  customer 
complaints. 
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•  Seventh,  capital  to  support  risk  exposures 
should  reflect  the  level  and  complexity  of  the 
risk  assumed  and  not  be  limited  to  minimum 
regulatory  requirements. 

As  you  can  see,  for  the  most  part,  these  important 
elements  of  our  guidance  are  applicable,  and  should 
be  applied,  to  activities  other  than  the  brokerage  of 
exchange-traded  derivatives.  And  the  same  can  be 
said  for  our  guidance  on  emerging  markets  trading 
activities  that  we  are  developing.  But  there  is  one 
element  of  that  guidance  that  I  would  like  to  talk  about 
in  advance  —  the  very  touchy  issue  of  trader  compen¬ 
sation. 

In  the  past,  the  OCC  has  expressed  our  concerns  that 
a  bank’s  compensation  policy  be  sufficient  to  attract 
and  maintain  qualified  individuals  to  perform  back  of¬ 
fice  and  risk  control  unit  functions.  However,  over  the 
last  couple  of  years  —  and  largely  as  a  result  of  some 
of  the  widely  reported  derivatives  fiascos  —  we  have 
become  increasingly  concerned  that  compensation 
policies  at  some  banks  may  unnecessarily  create  in¬ 
centives  for  excessive  risk-taking.  In  our  forthcoming 
emerging  markets  guidance,  we  will  state  that  compen¬ 
sation  programs  should  not  motivate  a  trader  to  take  on 
risk  that  is  inconsistent  with  the  bank's  risk  appetite  or 
prevailing  rules  or  regulations.  We  will  also  strongly 
suggest  that  when  establishing  or  reviewing  compen¬ 
sation  programs,  as  well  as  when  determining  specific 
payments,  such  as  bonuses,  senior  management 
should  consider  the  following: 

•  The  employee’s  compliance  with  bank  policies 
and  with  laws  and  regulations. 

•  Bank  performance  relative  to  the  bank’s  stated 
goals. 

•  Relative  quality  of  earnings,  for  example,  risk- 
adjusted  returns. 

•  The  competitor’s  compensation  packages  for 
similar  responsibilities  and  performance. 

•  The  employee’s  overall  performance. 


•  The  levels  of  risk  inherent  in  and  caused  by 
relevant  trading  activities. 

As  you  can  see,  we  are  trying  to  ensure  that  our  policies 
and  our  guidance  to  banks  and  our  examiners  keep 
pace  with  the  newest  developments  in  the  financial 
marketplace,  whether  product  innovation,  new 
methods  of  calculating  risk,  or  new  methods  for  con¬ 
trolling  risk.  This  is  how  we  anchor  derivatives  at  the 
level  of  the  individual  bank.  But  it  is  no  longer  sufficient. 

We  must  also  be  concerned  about  anchoring  deriva¬ 
tives  in  the  international  and  global  sense.  After  all,  our 
markets  are  no  longer  isolated,  and  the  risk  we  are  all 
concerned  with  —  and  one  that  is  always  in  the  back 
of  our  minds  —  is  systemic  risk. 

There  are  ways  to  anchor  or  strengthen  the  markets 
against  systemic  risk  —  for  example,  enhancing  the 
payment  and  settlement  systems,  strengthening  laws 
and  regulations  to  provide  greater  legal  certainty  with 
respect  to  multilateral  netting  and  the  rights  and  obliga¬ 
tions  of  counterparties  upon  insolvency  or  default. 
However,  it  is  clear  from  the  fiascos  of  Metalgesell- 
schaft,  Barings,  and  Daiwa,  that  one  of  the  most  impor¬ 
tant  steps  we  can  take  as  regulators  is  to  reestablish, 
strengthen,  and  maintain  the  lines  of  communications 
between  us. 

Cooperation  and  coordination  among  regulators  are 
essential.  Whenever  I  dispense  that  bit  of  common 
sense  I’m  reminded  of  something  my  college  advisor 
once  told  me.  He  said,  “Learning  from  others  and 
learning  with  others  speeds  up  the  education  process. 
You  absolutely  must  learn  from  the  mistakes  of  others. 
Besides,”  he  added,  “you  couldn’t  possibly  live  long 
enough  to  make  them  all  yourself.” 

Well,  anyone  who  has  been  a  regulator  these  past 
couple  of  years  probably  feels  as  if  they  have  lived  a 
few  lifetimes.  But  it  is  more  than  a  matter  of  longevity. 
We  simply  cannot  afford  to  make  mistakes  on  our  own. 
And  we  simply  cannot  afford  not  to  provide  the  banking 
industry  the  benefit  of  our  collective  knowledge  and  our 
shared  determination  to  anchor  derivatives. 
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Statement  of  Eugene  A.  Ludwig,  Comptroller  of  the  Currency,  before  the 
Subcommittee  on  Financial  Institutions  and  Consumer  Credit  of  the  House 
Committee  on  Banking  and  Financial  Services,  on  supervision  of 
international  banking  activities,  Washington,  DC,  December  5,  1995 


Statement  required  by  12  USC  250:  The  views  ex¬ 
pressed  herein  are  those  of  the  Office  of  the  Comptroller 
of  the  Currency  and  do  not  necessarily  represent  the 
views  of  the  President. 

Madam  Chairwoman  and  members  of  the  subcommit¬ 
tee,  thank  you  for  your  invitation  to  participate  in  today’s 
hearing.  I  commend  you  for  holding  these  timely  hear¬ 
ings  on  the  supervision  of  foreign  banks  that  operate  in 
the  United  States.  Inasmuch  as  the  Office  of  the  Comp¬ 
troller  of  the  Currency  (OCC)  was  not  involved  in  the 
supervision  of  Daiwa  Bank,  we  have  less  direct  infor¬ 
mation  on  that  bank’s  difficulties  than  the  State  of  New 
York  and  the  Federal  Reserve  have.  My  statement, 
therefore,  focuses  on  the  general  issues  involved  in 
supervising  international  banking  activities,  which  in¬ 
clude  activities  of  the  U.S.  branch  offices  and  agencies 
of  foreign  banks,  foreign-owned  banks  chartered  by  the 
OCC,  and  overseas  activities  of  U.S.  banks. 

The  OCC’s  supervision  of  international  banking  opera¬ 
tions  closely  follows  the  supervision  of  domestic  offices 
of  national  banks.  We  have  taken  an  active  role  in  the 
efforts  conducted  under  the  auspices  of  the  Basle 
Committee  on  Banking  Supervision  to  improve  super¬ 
vision  of  international  banking.  I  have  joined  our  career 
personnel  at  a  number  of  meetings  with  the  heads  of 
supervision  of  major  industrialized  nations,  and  I  will 
continue  to  give  a  high  priority  to  such  efforts. 

The  OCC  has  supervised  international  banking  ac¬ 
tivities  for  seven  decades.  Prior  to  the  late  1970s, 
however,  federal  bank  regulators  had  virtually  no  role 
in  supervising  foreign  banks.  Supervision  of  foreign 
banks’  activities  in  the  U.S.  was  the  domain  of  state 
regulators.  Foreign  banking  organizations  generally 
were  not  covered  by  many  of  the  statutes  and  regula¬ 
tions  that  applied  to  U.S.  banks,  such  as  constraints  on 
interstate  branching  and  other  provisions  of  the  Bank 
Holding  Company  Act.  Following  rapid  growth  of  ac¬ 
tivities  by  foreign  banks  in  the  U.S.  during  the  1970s, 
Congress  enacted  the  International  Banking  Act  of 
1978  (IBA).  The  IBA  gave  federal  bank  regulators 
authority  for  comprehensive  supervision  of  activities  of 
foreign  banks  in  this  country. 

Under  the  IBA,  the  OCC  has  authority  to  issue  licenses 
for  foreign  banking  organizations  to  establish  branch 
offices  or  to  open  agency  offices  across  the  country, 
wherever  state  law  does  not  prohibit  such  offices.  The 


IBA  also  implemented  the  “national  treatment  principle” 
whereby  federal  branches  and  agencies  of  foreign 
banks  have  the  same  rights  and  privileges  and  are 
subject  to  the  same  duties  and  responsibilities  as  na¬ 
tional  banks  at  the  same  location,  unless  otherwise 
provided  by  the  act  or  the  OCC.  Another  provision  of 
the  IBA  subjected  foreign  banking  organizations  to 
similar  restraints  on  multistate  deposit  taking  as  applied 
to  U.S.  banks. 

The  Foreign  Bank  Supervision  and  Enhancement  Act 
of  1991  (FBSEA)  amended  the  IBA  to  require  entities 
seeking  to  establish  a  federal  branch  or  agency  to 
obtain  prior  approval  by  the  Federal  Reserve  Board 
(FRB).  The  FBSEA  set  a  number  of  requirements  includ¬ 
ing  that  the  applicant  be  subject  to  comprehensive 
supervision  on  a  consolidated  basis  by  home  country 
authorities.  FBSEA  also  gave  the  FRB  the  authority  to 
order  a  foreign  bank  with  a  state  branch,  agency, 
commercial  lending  subsidiary,  or  representative  office 
to  terminate  its  activities  or  to  recommend  termination 
of  a  federal  branch  or  agency  to  the  OCC.  The  Riegle- 
Neal  Interstate  Banking  and  Branching  Efficiency  Act 
of  1994  amended  certain  provisions  of  the  IBA,  par¬ 
ticularly  extending  to  foreign  banks  the  interstate  bank¬ 
ing  options  of  U.S.  banks. 

As  of  June  30,  1995,  there  were  554  U.S.  branches  and 
agencies  of  foreign  banks,  with  $798.4  billion  in  assets 
in  the  United  States.  These  branches  and  agencies 
accounted  for  16.1  percent  of  all  U.S.  banking  system 
assets.  Japanese-owned  branches  and  agencies  ac¬ 
counted  for  47.6  percent  of  the  assets  of  all  branches 
and  agencies. 

Of  the  554  U.S.  branches  and  agencies  of  foreign 
banks,  the  OCC  supervises  72  federal  branches  and 
two  federal  agencies  that  operate  in  five  states  and  the 
District  of  Columbia.  Most  of  these  federal  branches 
— 54 —  are  located  in  New  York  City.  As  of  June  30, 
1995,  federal  branches  and  agencies  had  total  assets 
of  $52.7  billion,  total  investments  of  $6.1  billion,  total 
loans  of  $16.6  billion,  and  total  deposits  of  $29.5  billion. 
Of  the  74  federal  licensees,  only  7  are  federally  insured 
institutions. 

My  testimony  today  responds  to  each  of  the  questions 
in  your  invitation  letter,  beginning  with  a  discussion  of 
how  the  OCC  supervises  and  regulates  federally  li¬ 
censed  branches  and  agencies.  My  statement  de- 
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scribes  the  Risk  Management,  Operational  Controls, 
Compliance,  and  Asset  Guality  (ROCA)  rating  system, 
which  the  OCC  and  the  other  federal  banking  agencies 
use  to  evaluate  the  U.S.  operations  of  foreign  bank 
branches  and  agencies.  It  also  describes  the  OCC’s 
actions  to  implement  the  FBSEA  of  1991. 

As  requested,  I  will  comment  briefly  on  the  supervisory 
lessons  associated  with  the  recent  events  relating  to 
Barings  and  the  U.S.  operations  of  Daiwa  Bank.  The 
OCC  has  devoted  significant  resources  to  implement¬ 
ing  controls  which  would,  we  believe,  substantially 
reduce  the  likelihood  of  a  similar  sequence  of  events  at 
national  banks  and  offices  of  foreign  banks  under  our 
supervision.  I  will  discuss  the  desirability  of  imposing 
an  external  audit  requirement  on  all  U.S.  offices  of 
foreign  banks.  At  present,  we  believe  we  have  the 
authority  under  existing  law  to  regulate  and  supervise 
national  banks  and  federally  licensed  branches  and 
agencies  of  foreign  banks  adequately;  therefore,  I  do 
not  discuss  legislative  changes  to  improve  OCC  super¬ 
vision  of  federal  branches  and  agencies. 

Supervision  of  OCC-Licensed  Federal  Branches  of 
Foreign  Banks 

Consistent  with  the  national  treatment  principle  estab¬ 
lished  under  the  IBA,  the  OCC  uses  the  same  approach 
for  supervision  of  branches  and  agencies  of  foreign 
banks  that  it  uses  to  supervise  national  banks,  but  it 
accommodates  practical  differences  where  ap¬ 
propriate. 

The  focus  of  OCC  supervision  is  on  risk-evaluating  the 
quantity  of  risk  exposure  in  an  institution  and  determin¬ 
ing  the  quality  of  the  bank’s  risk  management  systems 
—  an  approach  that  we  believe  is  necessary  in  today’s 
environment.  As  the  business  of  banking  continues  to 
change  in  response  to  structural  changes,  such  as 
increased  competition  from  nonbank  providers  and 
advances  in  information  technology,  it  is  important  for 
supervision  to  accommodate  new  risks  and  different 
combinations  of  risk.  Accordingly,  the  OCC  is  imple¬ 
menting  a  new  supervisory  program  that  identifies 
those  activities  and  products  that  pose  the  greatest  risk 
to  an  institution  and  evaluates  the  effectiveness  of  the 
institution’s  policies  and  processes  to  control  the  risks 
associated  with  those  products  and  activities. 

Our  examiners  then  communicate  their  findings  and 
concerns  to  the  foreign  bank’s  management  and  follow 
up  on  those  concerns  to  ensure  that  the  institution 
carries  out  any  necessary  corrective  measures. 

Just  as  it  does  for  national  banks,  the  OCC  has  the 
authority  to  impose  formal  and  informal  enforcement 
actions  to  address  problems  effecting  federal  branches 


and  agencies.  We  have  used  our  authority  when  neces¬ 
sary  and  have  effected  appropriate  corrective  action. 

Supervision  is  a  combination  of  off-site  and  on-site 
reviews  and  examinations.  The  OCC  plans  the  on-site 
and  off-site  supervisory  activities  that  it  conducts  at 
each  institution,  tailoring  those  activities  to  the  insti¬ 
tution’s  particular  business  activities  and  the  types  and 
levels  of  risks  that  we  identify.  As  with  national  banks, 
we  assign  every  foreign  branch  or  agency  to  a  specific 
examiner,  who  assumes  ongoing  responsibility  for  that 
institution.  This  system  makes  it  easier  for  us  to  follow 
up  on  concerns,  and  it  allows  examiners  to  develop  an 
in-depth  understanding  about  their  assigned  institution. 

The  same  staff  that  examines  national  banks  also  ex¬ 
amines  federal  branches  and  agencies.  This  approach 
helps  to  ensure  consistent  national  treatment  between 
national  banks  and  federal  branches  and  agencies  and 
allows  our  examiners  to  leverage  the  expertise  they 
have  gained  from  examining  both  types  of  institutions 
If  a  national  bank  or  federal  branch  or  agency  is  engag¬ 
ing  in  capital  markets  activities,  our  examination  team 
will  include  at  least  one  examiner  who  specializes  in 
evaluating  those  activities.  Those  examiners  are  trained 
under  the  OCC's  capital  markets  program,  which  is 
designed  to  improve  our  supervision  of  capital  markets 
activities  and  products,  such  as  liability  and  interest 
rate  risk  management,  bank  investments  in  mortgage- 
backed  securities,  and  securities  dealer,  derivatives, 
and  foreign  exchange  activities.  About  150  commis¬ 
sioned  examiners  participate  in  the  program.  The  pro¬ 
gram  includes  a  structured  combination  of  on-the-job 
training,  formal  classes,  graduate  programs  at  univer¬ 
sities,  correspondence  courses,  and  self-study  cour¬ 
ses  such  as  the  Chartered  Financial  Analysts  program. 
The  program  also  helps  us  to  ensure  that  examiners  are 
applying  our  policy  guidance  consistently. 

As  mandated  by  the  IBA,  the  OCC  conducts  annual 
examinations  of  federal  branches  and  agencies.  In 
1995,  252  OCC  examiners  spent  4,835  workdays  su¬ 
pervising  foreign  branches  and  agencies.  In  addition 
to  OCC  examinations,  the  Federal  Reserve  banks  also 
have  the  authority  to  examine  federal  branches  and 
agencies.  The  OCC  conducts  a  limited  number  of 
examinations  of  federally  licensed  branches  and  agen¬ 
cies  of  foreign  banks  jointly  with  Federal  Reserve  Sys¬ 
tem  examiners,  and  we  issue  a  joint  examination  report. 
Such  joint  supervisory  activities  reduce  regulatory  bur¬ 
den  and  improve  examination  efficiency. 

As  I  have  noted,  OCC  supervision  takes  into  account 
the  technical  and  practical  differences  between  the 
operations  of  federal  branches  and  agencies  and  na¬ 
tional  banks.  The  OCC  has  developed  specialized 
supervisory  policy  and  procedural  guidance  in  certain 
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areas  that  are  unique  to  federal  branches  and  agencies. 
The  guidance  covers  such  issues  as  the  capital  equivalen¬ 
cy  deposit,  the  allowance  for  loan  and  lease  losses  at 
federal  branches  and  agencies,  and  the  review  of  the 
activities  of  offshore  branches  that  are  managed  or  control¬ 
led  by  federal  branches  and  agencies. 

For  example,  branches  and  agencies  are  not  separate 
corporate  entities,  and  hence  are  not  separately  capi¬ 
talized.  To  accommodate  this  difference,  OCC  rules 
implement  statutory  requirements  by  requiring  that 
foreign  banks  maintain  a  capital  equivalency  deposit 
for  the  federal  branch  or  agency.  When  the  branch  or 
agency  opens,  we  require  the  amount  of  its  capital 
equivalency  deposit  to  be  comparable  to  the  amount 
of  capital  that  we  would  require  for  a  domestic  national 
bank  opening  in  the  same  location.  Thereafter,  as  man¬ 
dated  by  the  IBA,  the  OCC  requires  the  federal  branch 
or  agency  to  maintain  its  capital  equivalency  deposit  at 
5  percent  of  third-party  liabilities. 

Implementation  of  the  Foreign  Bank  Supervision 
and  Enhancement  Act  of  1991  (FBSEA) 

Two  years  ago,  the  OCC  began  a  review  of  all  our 
regulations  to  modernize  them  and  eliminate  unneces¬ 
sary  burdens,  consistent  with  maintaining  safety  and 
soundness.  On  July  5,  1995,  the  OCC  proposed  for 
public  comment  revisions  to  the  regulations  that  cover 
foreign  banks  operating  through  federal  branches  and 
agencies  and  to  the  regulations  governing  the  interna¬ 
tional  operations  of  national  banks.  That  proposal  also 
implements  provisions  of  the  Foreign  Bank  Supervision 
and  Enhancement  Act  of  1 991  (FBSEA)  and  the  Riegle- 
Neal  Interstate  Banking  and  Branching  Efficiency  Act 
of  1994  relating  to  federal  branches  and  agencies.  We 
also  proposed  changes  that  would  enhance  our  super¬ 
visory,  regulatory,  and  enforcement  policies  and  proce¬ 
dures.  For  example,  the  proposal  would  strengthen  the 
capital  equivalency  deposit  rules,  revise  and  update 
our  federal  branch  and  agency  corporate  policies, 
strengthen  responsibilities  for  oversight  of  federal 
branch  and  agency  activities  by  senior  management  at 
the  head  office,  modify  rules  on  deposit-taking  by  unin¬ 
sured  federal  branches,  clarify  our  requirements  for 
asset  maintenance,  and  provide  guidance  for  liquida¬ 
tion  and  termination  of  federally  licensed  offices.  OCC 
staff  members  have  carefully  reviewed  the  comments 
we  received,  and  we  are  consulting  with  the  FRB  and 
FDIC  as  we  implement  the  changes.  We  expect  to  issue 
a  final  rule  in  the  next  few  weeks. 

The  Risk  Management,  Operational  Controls, 
Compliance,  Asset  Quality  Rating  System  for 
Branches  and  Agencies  (ROCA) 

The  practical  differences  between  foreign  bank 
branches  and  agencies  and  domestic  banks  have  also 


led  the  banking  agencies  to  develop  separate,  but 
comparable,  systems  for  rating  them:  CAMEL,  which 
applies  to  national  banks,  and  ROCA,  which  applies  to 
branches  and  agencies.  Both  systems  are  founded  on 
the  same  principles,  but  the  ROCA  system  recognizes 
that  a  branch  or  agency  of  a  foreign  bank  does  not  have 
the  same  degree  of  control  over  certain  factors,  such 
as  capital  or  liquidity,  as  a  domestic  bank.  In  January 
1995,  the  OCC  began  using  the  ROCA  system  to 
evaluate  the  operations  of  federal  branches  and  agen¬ 
cies.  The  other  banking  agencies  have  also  been  using 
ROCA  since  January  1995. 

Your  invitation  letter  asks  us  to  comment  on  the  merits 
of  using  the  ROCA  system.  The  ROCA  system  is  an 
improvement  over  its  predecessor  rating  system  (the 
AIM  system,  which  rated  asset  quality,  internal  controls 
and  audit,  and  management)  because  it  places 
primary  emphasis  on  risk  management.  It  allows  us  to 
assess  better  the  condition  of  a  branch  or  agency  within 
the  context  of  the  entire  foreign  banking  organization, 
and  more  easily  highlight  the  major  areas  of  supervisory 
concern  in  a  particular  branch  or  agency.  The  OCC  has 
conducted  examiner  training  sessions  on  ROCA  in 
1995,  and  we  will  continue  such  training  in  1996. 

ROCA’s  approach  to  supervision  reflects  the  OCC’s 
focus  on  risk  management.  In  October  1993,  the  OCC 
issued  Banking  Circular  277  providing  guidance  on  risk 
management.  BC  277  requires  bank  management  to 
have  in  place  an  effective  risk  management  process, 
which  includes  systems  that  promote  routine,  consis¬ 
tent,  and  adequate  risk  measurement,  monitoring,  and 
control.  Measurement  systems  should  identify  and 
quantify,  in  a  timely  manner,  the  major  sources  of  risk 
that  an  institution  faces.  Risk  monitoring  systems 
should  provide  an  accurate  view  of  the  amount  of  risk 
taken,  compliance  with  risk  tolerances  established  by 
management,  and  the  potential  impact  on  the  organiza¬ 
tion  of  changes  in  the  risk  environment.  Risk  control 
systems  should  establish  a  comprehensive  framework 
for  risk  limits  and  clearly  identify  lines  of  responsibility 
and  accountability.  Importantly,  risk  monitoring  and 
control  systems  must  be  independent  of  the  risk-taking 
function. 

Recent  Events  Involving  Daiwa  Bank  and  Barings  PLC 

Your  letter  of  invitation  asked  me  to  comment  on  the 
recent  losses  at  Daiwa  Bank  and  Barings.  Let  me 
preface  my  remarks  by  noting  that  the  OCC  supervised 
neither  of  these  institutions  and  consequently  has  less 
direct  knowledge  of  the  events  surrounding  these 
losses  than  the  State  of  New  York  or  the  Federal 
Reserve.  Based  on  published  reports,  it  appears  that 
the  common  elements  in  the  Barings  and  Daiwa  cases 
were  a  failure  to  separate  the  risk  management  and 
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control  functions  from  the  risk-taking  function  and  an 
inadequate  level  of  oversight  by  senior  management. 
In  the  case  of  Daiwa,  the  FRB  has  testified  that  one 
person  had  responsibility  for  both  securities  trading 
and  custody  operations  as  well  as  some  related  back 
office  functions,  hence  creating  the  potential  for  misap¬ 
propriation  of  customer  and  bank  funds.  In  the  case  of 
Barings,  the  respective  authorities  have  established 
that  one  person  served  as  both  trader  and  trade 
processor,  presumably  to  save  costs.  In  both  cases,  an 
alleged  absence  of  proper  controls,  inadequate  over¬ 
sight  by  senior  management,  and  amalgamation  of 
duties  gave  an  employee  the  opportunity  to  conduct 
unauthorized  activities. 

Any  institution  can  have  on  its  staff  a  rogue  trader  or 
dishonest  employee.  By  ensuring  that  proper  internal 
controls  are  in  place  and  operational,  banks  and  their 
supervisors  can  greatly  decrease  the  likelihood  that 
unauthorized  activity  will  continue  undetected.  Al¬ 
though  proper  risk  management  systems  make  it  more 
difficult  for  dishonest  employees  to  circumvent  estab¬ 
lished  controls  and  to  conceal  illegal  activities,  they 
cannot  completely  eliminate  the  possibility  of  fraud. 

Banks  can  better  align  traders'  interests  with  the  long¬ 
term  interests  of  the  bank  by  carefully  designing  their 
trader  compensation  programs  to  ensure  that  they  do 
not  reward  imprudent  risk-taking.  This  month,  the  OCC 
will  issue  a  supervisory  policy  on  emerging  market 
country  product  and  trading  activities  that  includes 
specific  guidance  on  bank  trader  compensation 
policies.  The  policy  applies  to  domestic  national  banks 
as  well  as  to  federal  branches  and  agencies  of  foreign 
banks.  Under  the  new  examination  guidance,  senior 
management  should  consider  several  factors  when 
establishing  or  reviewing  compensation  programs  and 
when  determining  specific  payments,  such  as 
bonuses.  These  factors  include:  an  employee’s  com¬ 
pliance  with  bank  policies,  laws,  and  regulations;  per¬ 
formance  relative  to  the  bank's  stated  goals,  relative 
quality  of  earnings  (e.g.,  risk-adjusted  returns); 
competitors’  compensation  packages  for  similar 
responsibilities  and  performance;  an  individual’s  over¬ 
all  performance;  and  the  levels  of  risk  inherent  in  and 
caused  by  relevant  trading  activities. 

Cooperation  and  frank  and  timely  communication  be¬ 
tween  and  among  U.S.  banking  agencies  and  the  home 
country  bank  supervisors  are  also  important.  The  OCC 
has  gone  to  great  lengths  to  develop  its  relationships 
with  home  country  supervisors  of  foreign  banks  that 


operate  federal  branches  and  agencies  in  the  United 
States.  OCC  senior  managers  and  staff  meet  frequently 
with  foreign  bank  supervisors,  including  supervisors  of 
foreign  banks  that  operate  federal  branches  and  agen¬ 
cies,  to  discuss  supervisory  policies  and  problems.  We 
solicit  their  help  in  resolving  problems  at  federal 
branches  and  agencies.  When  it  is  their  practice,  we 
welcome  the  visits  of  foreign  supervisors  to  conduct 
on-site  examinations  of  their  banks’  U.S.  offices. 

More  generally,  the  OCC  is  active  in  international  dis¬ 
cussions  on  bank  supervision.  I  personally  attend  the 
quarterly  meetings  of  the  Basle  Committee  of  Banking 
Supervision  to  discuss  issues  in  international  banking 
supervision  with  the  heads  of  supervisory  agencies 
from  other  countries.  Additionally,  the  OCC  conducts 
annual,  bilateral  meetings  with  the  Japanese  Ministry 
of  Finance  and  the  Bank  of  Japan. 

Desirability  of  an  External  Audit  Requirement 

Your  letter  of  invitation  also  requested  that  we  comment 
on  whether  branches  and  agencies  of  foreign  banks 
operating  in  the  United  States  should  be  subject  to  a 
mandated  external  audit  requirement.  As  mandated  by 
FDICIA,  insured  branches  of  foreign  banks  and  insured 
domestic  banks  with  greater  than  $500  million  in  assets 
are  subject  to  an  external  audit  requirement.  We  believe 
that,  based  on  safety  and  soundness  grounds,  we  have 
the  authority  to  require  a  foreign  bank  to  obtain  an 
external  audit  for  its  uninsured  federal  branch  or  agen¬ 
cy.  However,  we  believe  that  the  requirement  should  be 
based  on  a  need  caused  by  specific,  significant  inter¬ 
nal  control,  internal  audit,  or  other  management  or 
operating  deficiencies  in  the  federal  branch  or  agency. 

Conclusion 

As  my  statement  describes,  the  OCC  has  devoted 
significant  resources  to  improving  our  supervision  of 
national  banks  and  federal  branches  and  agencies  of 
foreign  banks.  For  all  entities  we  supervise,  the  focus 
of  our  supervision  is  on  risk-evaluating  the  quantity  of 
risk  exposure  in  an  institution  and  determining  the 
quality  of  the  bank’s  risk  management  system.  In  addi¬ 
tion,  the  OCC  places  great  emphasis  on  the  need  for 
banks  to  implement  strong  internal  controls.  Such  con¬ 
trols  can  substantially  reduce  the  likelihood  of  events 
similar  to  those  occurring  at  Barings  and  Daiwa  Bank. 
Unexpected  losses  are  always  possible;  we  do  not 
believe  there  are  significant  legislative  changes  at  this 
time  that  would  make  them  less  likely. 
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Remarks  by  Susan  F.  Krause,  Senior  Deputy  Comptroller  for  Bank  Supervision 
Policy,  before  the  Robert  Morris  Associates  Risk  Management  Conference,  on 
risk  management  in  bank  supervision,  Washington,  DC,  December  1 1,  1995 


It  seems  that  all  sorts  of  people  these  days  —  bankers, 
regulators,  journalists,  consultants —  are  touting  the 
virtues  of  risk  management,  so  much  so  that  it  is  easy 
to  get  the  impression  that  risk  management  is  the  latest 
fad  in  banking.  But  the  fact  is  that  risk  management  has 
been  around  as  long  as  the  business  of  banking.  Banks 
are  —  and  have  always  been  —  in  the  business  of  risk 
management. 

For  a  number  of  reasons,  however,  risk  management  is 
more  important  now  than  ever  before.  Banking  markets 
today  are  characterized  by  innovations,  the  increased 
use  of  technology,  and  an  explosion  in  the  types, 
volume,  and  velocity  of  financial  transactions.  Banks 
also  face  more  uncertainty  about  their  current  and 
future  legal  environment,  as  well  as  unprecedented 
domestic  and  international  competition.  Due  in  part  to 
some  of  these  same  factors,  however,  the  risk  manage¬ 
ment  tools  available  to  banks  have  also  improved. 
Advances  in  risk  management  theory  and  in  technol¬ 
ogy,  taken  together,  allow  banks  to  measure  risk  more 
quickly  and  accurately.  Technology  has  also  made 
possible  faster  communication  and  data  transmission, 
allowing  better  risk  measurement  and  management 
across  a  banking  company’s  far-flung  operations.  In 
addition,  financial  derivative  products  have  given 
banks  greater  ability  to  hedge  risks. 

During  this  same  period,  federal  bank  supervision  has 
gone  through  a  similar  transformation,  as  supervisors 
have  sought  to  find  more  effective  ways  to  carry  out  our 
primary  mandate:  ensuring  the  safety  and  soundness 
of  the  nation’s  banking  system,  which  is  critical  for 
maintaining  a  strong  economy.  It  is  essential  that  super¬ 
visors  respond  to  the  increased  potential  for  risk  in  the 
banking  system.  It  is  equally  essential  that  we  do  this 
in  a  way  that  is  the  least  intrusive  and  least  costly  way 
possible,  in  order  to  enable  the  banking  system  to  thrive 
in  today’s  competitive  environment.  The  key  to  meeting 
this  challenge  is  for  bank  supervisors  to  focus  on  the 
risk  management  systems  of  banks.  At  the  OCC,  we 
are  doing  this  through  an  approach  we  call  supervision 
by  risk. 

I  would  like  to  speak  to  you  today  about  the  theory  and 
practical  application  of  the  supervision  by  risk  concept. 
I  will  discuss: 

•  What  supervision  by  risk  is,  and  some  of  the 
history  behind  the  concept. 


•  How  supervision  by  risk  affects  the  OCC 
process  of  supervision. 

•  How  supervision  by  risk  affects  the  banks  we 
supervise. 

Until  the  mid-1970s  our  supervision  could  be  described 
as  a  bottom-up  approach,  focusing  on  reconcilements, 
accounting  entry,  and  compliance  with  law  to  formulate 
conclusions  about  the  condition  of  the  banks  we  super¬ 
vised.  Beginning  in  the  mid-1970s  we  began  to  move 
away  from  bottom-up,  audit-styled  examinations  and 
into  top-down,  management-driven  examinations.  To 
do  this,  examiners  began  spending  less  time  evaluat¬ 
ing  individual  loans  and  more  time  evaluating  the 
quality  of  management  and  management  systems. 

Through  the  1980s,  we  continued  placing  increasing 
weight  on  a  bank’s  actual  financial  performance  to 
evaluate  its  condition.  This  concept  minimized  the  time 
our  examiners  spent  in  banks  and  focused  our  attention 
on  the  banks  with  the  most  severe  problems,  or  highest 
risk  of  failure. 

In  the  1990s,  the  supervision  by  risk  approach  has 
come  into  its  own.  Our  program  incorporates  the 
philosophy  of  management-driven  examinations  and 
continued  reliance  on  off-site  tools  to  increase  our 
efficiency  and  minimize  regulatory  burden.  It  also 
recognizes  that  periodic  validations  of  risk  manage¬ 
ment  systems  are  necessary,  as  is  drilling  down  and 
doing  more  intense  reviews  when  we  see  red  flags.  All 
of  this  may  sound  the  same  as,  or  at  least  similar  to,  our 
current  method  of  supervision,  but  supervision  by  risk 
does  make  some  important  changes: 

•  It  provides  consistent  definitions  and  a  struc¬ 
tured  process  for  examiners  to  use  in  assess¬ 
ing  risks. 

•  It  provides  an  analytical  framework  for  the  OCC 
to  use  in  deciding  where  to  focus  resources  — 
within  individual  banks  as  well  as  in  the  industry 
as  a  whole. 

•  It  lays  the  foundation  for  the  communication 
between  examiners  and  bankers  to  be  based 
on  risk  management. 
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The  steps  an  examiner  will  take  in  applying  the  super¬ 
vision  by  risk  process  can  be  broken  down  into  several 
categories: 

•  First,  identifying  risks  using  common  defini¬ 
tions.  We  have  defined  nine  risk  categories. 
This  set  of  risk  definitions  forms  the  corner¬ 
stone  for  our  supervisory  actions  relative  to 
each  bank  or  banking  company  and  will  form 
a  consistent,  common  language  for  examiners 
to  follow. 

•  Second,  measuring  and  evaluating  risk  based 
on  common  evaluation  factors.  After  adopting 
a  common  set  of  risks,  we  also  developed  a 
common  evaluation  format,  again  in  an  effort  to 
improve  consistency.  We  call  this  format  our 
risk  assessment  system.  In  essence,  the  risk 
assessment  system  weighs  the  quantity  of  risk 
with  quality  of  risk  management  to  form  a  con¬ 
clusion  about  the  bank.  I  will  discuss  the  risk 
assessment  system  in  more  detail  later. 

•  Third,  developing  a  supervisory  strategy 
based  on  risk  and  performing  our  examinations 
based  on  this  strategy.  Our  supervisory 
strategy  for  each  institution  will  be  based  on  the 
identification,  measurement,  and  evaluation  of 
risk.  We  will  focus  our  examination  efforts  on 
the  areas  of  greatest  risk  in  the  institution  and 
use  only  minimum  procedures  in  areas  of  low 
risk.  This  strategy  will  be  discussed  with  bank 
management  when  initially  formulated  and 
again  before  being  implemented.  Significant 
alterations  in  strategy  will  also  be  discussed 
with  bank  management. 

•  Fourth,  documenting  conclusions  and  com¬ 
municating  findings  to  management  and  the 
board.  Open,  two-way  communication  is  fun¬ 
damental  to  the  entire  supervisory  process. 

To  illustrate  this  process  better,  let’s  look  at  the  theory 
of  supervision  by  risk.  We  first  develop  an  initial  risk 
assessment  for  each  bank.  Using  this  initial  assess¬ 
ment,  we  develop  a  supervisory  strategy  to  outline  our 
examination  scope.  During  the  examination,  we  can 
develop  a  more  accurate  risk  assessment  profile.  Then, 
using  this  risk  assessment  profile,  we  are  better  able  to 
form  a  conclusion  on  quantity  of  risk  and  quality  of  risk 
management  systems,  which  allows  us  to  better  stratify 
the  banks  we  supervise  and  allocate  our  resources 
accordingly  This  brings  us  back  to  the  starting  point. 
The  process  of  assessing  risk,  and  adjusting  our  super¬ 
vision  accordingly,  is  a  continual  one. 


Having  described  the  basic  philosophy  and  process  of 
supervision  by  risk,  I  would  like  to  turn  to  our  definitions 
of  risk  and  our  expectations  for  common  risk  manage¬ 
ment  systems. 

This  is  how  the  OCC  defines  banking  risk:  Risk  is  “The 
potential  that  events,  expected  or  unanticipated,  may 
have  an  adverse  impact  on  the  bank’s  capital  or  earn¬ 
ings.”  Risk,  by  itself,  is  not  a  reason  for  concern.  Risk 
is  necessary  for  reward.  Several  questions  arise,  how¬ 
ever  .  .  .  How  much  risk  is  enough?  How  much  is  too 
much?  How  should  risk  be  managed?  What  if  events 
do  not  happen  as  planned? 

Generally  speaking,  risks  are  warranted  if  they  are 
understandable,  measurable,  controllable,  and  within 
the  bank’s  capacity  to  readily  withstand  adversity.  In 
other  words,  risks  are  warranted  if  they  are  subject  to 
effective  risk  management  systems.  An  effective  risk 
management  system  will  have  the  following  four  basic 
components:  risk  identification,  risk  measurement,  risk 
control,  and  risk  monitoring. 

•  Risk  Identification.  Risk  identification  focuses 
on  recognizing  and  understanding  existing 
risks  or  risks  that  may  arise  from  future  busi¬ 
ness  activity.  This  is  a  continuing  practice,  not 
merely  a  snapshot  view. 

•  Risk  Measurement.  Once  risks  have  been 
identified,  they  need  to  be  measured.  Certain 
risks  can  obviously  be  measured  more  easily 
than  others,  but  an  institution  needs  to  be  able 
to  judge  the  magnitude  of  each  risk. 

•  Risk  Control.  After  a  measurement  device  is  in 
place,  the  board  and  management  need  to 
collaborate  on  risk  control  —  how  much  risk  is 
enough  .  .  .  and  how  will  the  bank  stay  within 
that  target? 

•  Risk  Monitoring.  A  reporting  mechanism 
should  be  developed  to  monitor  the  various 
risks  consistent  with  the  limits  or  controls  that 
have  been  established.  This  is  the  device  to  let 
you  know  how  you  are  doing  relative  to  your 
goals. 

Because  market  conditions  and  company  structures 
vary,  there  is  no  single  risk  management  system  that 
works  for  everyone.  However,  each  institution  should 
have  a  system,  whether  formal  or  informal,  that  addres¬ 
ses  each  of  these  four  areas.  The  level  of  sophistication 
of  these  systems  should  correspond  to  the  size  and 
level  of  complexity  of  the  institution's  operations  and  its 
competitive  environment. 
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Within  a  risk  management  system,  banks  should  also 
have  policies,  processes,  personnel,  and  control  sys¬ 
tems,  commensurate  with  the  level  of  sophistication 
present.  These  are  the  building  blocks,  or  foundation, 
for  the  risk  management  system  to  function  properly. 

•  Policies.  Good  policies  are  linked  with,  and 
reflect,  a  bank’s  underlying  mission,  values, 
and  principles.  Large  banks  will  need  written 
policies  and  procedures  in  almost  all  areas  of 
bank  operations.  Smaller,  less  complex  com¬ 
munity  banks  may  not  need  written  policies  in 
all  areas  of  bank  operations,  as  long  as  the 
underlying  practice  in  the  bank  is  clear  to  the 
affected  parties. 

•  Processes.  Processes  define  how  daily  ac¬ 
tivities  are  carried  out.  Good  processes  should 
be  efficient,  consistent  with  the  underlying 
policies,  and  include  a  system  of  checks  and 
balances. 

•  Personnel.  Personnel,  including  staff  and 
managers,  need  to  be  qualified,  competent, 
and  perform  as  expected.  They  should  under¬ 
stand  the  institution’s  mission,  values,  policies, 
and  processes. 

•  Control  Systems.  Good  control  systems 
measure  performance  accurately  and  provide 
both  the  board  and  management  with  an  effec¬ 
tive  decision-making  tool. 

With  that  basic  overview  of  supervision  by  risk,  I  would 
like  to  turn  to  the  individual  risks  and  how  those  risks 
will  be  evaluated  by  the  OCC. 

As  I  mentioned  earlier,  we  have  identified  nine  risks  for 
bank  supervision  purposes.  The  first  seven  risks  we  call 
the  explicit  risks:  credit,  liquidity,  interest  rate,  price, 
foreign  exchange,  transaction,  and  compliance  risks. 
These  are  the  risks  found  in  most  banking  transactions. 
Because  they  are  quantifiable  and  able  to  be  clearly 
defined,  we  have  been  able  to  evaluate  these  risks 
through  examinations  of  our  banks.  The  other  two  risks, 
which  we  call  the  implicit  risks,  are  strategic  and  reputa¬ 
tion  risk.  These  risks  are  present  in  almost  every  de¬ 
cision  made  by  management  and  the  board  and  as  a 
result,  they  impact  franchise  value.  These  decisions  are 
most  often  intended  to  enhance  long-term  viability  and 
therefore,  are  difficult  to  quantify  at  a  given  point  in  time. 

We  have  had  a  lot  of  questions  about  the  identification 
of  strategic  and  reputation  risk  as  separate  risks.  These 
risks  are  included  in  order  to  have  a  set  of  risk 
categories  that  represent  the  entire  risk  profile  of  a 
bank.  We  do  not  actively  supervise  these  two  risks,  but 


we  need  to  consider  them  in  order  to  do  a  complete  risk 
assessment. 

In  developing  this  program,  we  reviewed  the  risk 
categories  tracked  by  a  number  of  large  banks  and 
found  a  wide  variety.  We  have  learned  from  our  ex¬ 
aminers  that  greater  precision  is  important  in  supervis¬ 
ing  risks,  because  it  provides  greater  specificity  in 
communication,  and  greater  flexibility  in  tailoring  super¬ 
vision  to  each  institution.  The  nine-category  framework 
we  developed  provides  the  OCC  with  a  comprehensive 
picture  of  the  risks  associated  with  banking  as  it  exists 
today,  while  also  looking  at  the  issues  facing  the  bank¬ 
ing  industry  in  the  forseeable  future. 

Credit  risk  is  the  potential  that  an  obligor  will  fail  to  pay 
or  meet  the  terms  of  its  contract  with  the  bank.  Credit 
risk  could  result  from  failure  on  the  part  of  a  borrower, 
counterparty,  or  an  issuer  such  as  a  securities  firm. 
Credit  risk  exists  in  both  on-  and  off-balance-sheet 
exposures.  While  credit  risk  is  the  most  recognizable 
risk  in  banking  as  a  result  of  typical  lending  activities, 
it  nonetheless  encompasses  more  than  traditional  lend¬ 
ing.  For  example,  credit  risk  can  be  found  in  the  invest¬ 
ment  portfolio,  with  derivatives  trading  partners  and 
with  counterparties.  It  can  also  come  from  country 
exposures  generally  found  in  the  larger  banks  as  well 
as  from  indirect  sources  such  as  guarantors. 

Liquidity  risk  is  the  possibility  that  a  bank  will  be  unable 
to  meet  its  obligations  when  they  become  due  without 
incurring  unacceptable  losses  or  costs.  Liquidity  risk 
can  arise  from  management’s  failure  to  recognize  chan¬ 
ges  in  market  conditions  that  negatively  affect  the 
ability  to  liquidate  assets  quickly.  It  may  also  include  an 
inability  to  manage  unplanned  decreases  in  funding 
sources  or  even  changes  in  funding  sources.  The 
sophistication  of  off-balance-sheet  products  coupled 
with  technology  and  credit  sensitivity  of  banking  cus¬ 
tomers  has  added  to  the  complexity  of  liquidity  risk  in 
recent  years.  Moreover,  customers  now  have  many 
more  alternatives  for  their  financial  needs  such  as 
money  market  mutual  funds,  annuities,  and  other  non¬ 
bank  financial  services,  thereby  depriving  banks  of 
some  more  traditional  funding  sources. 

Interest  rate  risk  arises  from  movements  in  interest 
rates.  These  changes  in  interest  rates  should  be  as¬ 
sessed  from  two  different  perspectives:  First,  the  ac¬ 
counting  perspective  represents  the  effect  on  the 
bank’s  accrual  earnings  to  changes  in  interest  rates. 
Second,  interest  rates  affect  the  economic  value  of 
equity  —  which  reflects  the  sensitivity  of  the  bank’s 
value,  or  equity  position,  to  interest  rate  changes. 

Price  risk  considers  changes  in  the  values  of  portfolios 
of  financial  instruments.  You  may  have  heard  the  term 
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“market  risk”  used  interchangeably  with  price  risk  be¬ 
cause  of  price  risk’s  focus  on  changes  in  market  factors 
such  as  interest  rates  and  market  liquidity.  Price  risk 
occurs  from  a  bank's  involvement  in  market-making, 
dealing,  and  position-taking  activities  in  foreign  ex¬ 
change,  equity  and  commodities  markets  and  interest 
rate  activities.  The  primary  accounts  affected  by  price 
risk  are  those  that  are  revalued  for  financial  presenta¬ 
tion,  that  is,  marked-to-market.  These  include  trading 
accounts  for  securities,  derivatives,  and  foreign  ex¬ 
change  products,  to  name  a  few. 

Foreign  exchange  risk  involves  risk  to  the  bank  from 
movements  in  foreign  exchange  rates,  and  is  some¬ 
times  referred  to  as  translation  risk.  Foreign  exchange 
risk  can  be  found  in  accrual  accounts  denominated  in 
foreign  currency  such  as  loans,  deposits,  or  equity 
investments.  Quarterly  revaluations  as  required  by  the 
accounting  industry  translate  foreign  denominated  ac¬ 
counts  into  U.S.  dollar  terms.  Foreign  exchange  risk 
does  not  encompass  market-making  and  position¬ 
taking  in  other  currencies.  Those  activities  are  con¬ 
sidered  trading  and  are  evaluated  under  price  risk 
rather  than  foreign  exchange  risk. 

Transaction  risk  is  the  possibility  of  problems  as¬ 
sociated  with  service  or  product  delivery  and  it  exists 
in  all  of  a  bank’s  products  and  services.  Sometimes 
known  as  operating  or  operational  risk,  transaction  risk 
is  a  function  of  a  bank’s  internal  controls,  information 
systems,  operating  processes,  and  employee  integrity. 
In  contrast  to  the  risks  I  have  described  up  to  this  point, 
which  can  be  quantified  using  dollar  volumes  or  stand¬ 
ard  industry  ratios,  transaction  risk  is  not  so  easily 
quantifiable. 

Compliance  risk  stems  from  nonconformance  with 
laws,  prescribed  practices,  or  ethical  standards.  Such 
nonconformance  may  occur  in  situations  where  the 
laws  or  rules  are  ambiguous  or  untested.  Compliance 
risk  is  reflected  in  the  form  of  fines,  penalties,  payment 
for  damages,  or  voided  contracts.  It  includes  exposure 
to  litigation  from  all  aspects  of  banking.  It  is  important 
to  understand  that  compliance  risk  is  not  gauged  solely 
in  the  context  of  consumer  compliance  activities,  but 
rather  as  it  pertains  to  all  areas  of  banking.  Like  trans¬ 
action  risk,  compliance  risk  lacks  standard  industry 
quantification. 

Strategic  risk  arises  from  bad  business  decisions  or 
improper  implementation  of  good  business  decisions. 
Strategic  risk  is  a  function  of  the  compatability  between 
a  bank's  goals,  the  approach  and  resources  used  to 
meet  those  goals,  and  the  quality  of  management’s 
implementation  of  systems  and  resources  to  meet 
those  goals  Strategic  risk  focuses  on  how  the  plans 
and  the  implemention  of  those  plans  affect  a  bank’s 


value  rather  than  just  on  an  analysis  of  a  written 
strategic  plan.  Assessment  of  strategic  risk  also  incor¬ 
porates  how  well  management  handles  uncontrollable 
external  factors  such  as  technology  changes  or  new 
competition. 

Last,  but  certainly  not  least,  is  reputation  risk.  As  it 
implies,  reputation  risk  involves  the  impact  on  a  bank 
from  negative  public  opinion.  Reputation  risk  affects  a 
bank’s  ability  to  establish  new  relationships  with  cus¬ 
tomers  or  vendors  as  well  as  a  bank’s  ability  to  continue 
existing  relationships.  Similar  to  transaction  risk,  it  is 
inherent  in  all  bank  activities,  especially  those  in  which 
the  bank  associates  its  name  with  products  or  services. 

As  you  can  imagine,  these  risks  are  interrelated.  Any 
bank  product  or  service  generally  exposes  the  bank  to 
a  number  of  risks  simultaneously.  For  instance,  it  is 
difficult  to  determine  the  level  of  credit  risk  versus 
interest  rate  risk  in  a  loan.  However,  it  is  not  necessary 
or  important  to  distinguish  a  precise  amount  of  each 
risk  in  a  particular  product  or  service,  but  rather  to  be 
aware  that  various  risks  are  present. 

The  risks  have  been  identified,  so  the  next  step  to 
ensure  effective  supervision  by  risk  is  a  common 
framework  to  document  decisions  about  those  risks.  I 
mentioned  earlier  that  we  now  have  a  formalized 
process  to  identify  and  evaluate  the  nine  risks.  Our  risk 
assessment  system  provides  a  concise  method  for 
communicating  and  documenting  judgments  for  seven 
of  the  risks. 

Under  the  risk  assessment  system  for  the  seven  explicit 
risks,  examiners  make  judgments  about  the  quantity  of 
risk,  which  is  the  level  or  volume  of  existing  risk.  The 
quantity  of  risk  is  labeled  as  high,  moderate,  or  low. 
Examiners  must  also  determine  the  quality  of  risk 
management,  which  is  how  well  risks  are  identified, 
measured,  controlled,  and  monitored  by  bank  manage¬ 
ment.  The  quality  of  risk  management  is  measured  as 
weak,  acceptable,  or  strong. 

Another  judgment  examiners  will  make  is  aggregate 
risk,  reflecting  the  level  of  supervisory  concern  con¬ 
sidering  both  the  quantity  of  risk  in  a  particular  area 
weighed  against  the  quality  of  risk  management.  Ag¬ 
gregate  risk  is  categorized  as  high,  moderate,  or  low. 

Finally,  the  examiner  determines  the  direction  of  risk, 
which  reflects  the  likely  changes  to  the  aggregate  risk 
profile  over  the  next  12  months.  Direction  is  described 
in  terms  of  decreasing,  stable,  or  increasing. 

The  other  two  categories  of  risk,  strategic  and  reputa¬ 
tion,  are  less  quantifiable.  That  is  to  say  that  although 
these  risks  affect  the  bank's  franchise  value,  they  are 
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not  direct  risks  that  the  examiner  can  measure  in  an 
examination.  Consequently,  the  OCC’s  risk  assessment 
and  measuring  process  for  strategic  and  reputation  risk 
is  modified.  The  examiner  makes  a  judgment  on  com¬ 
posite  risk,  a  summary  judgment  reflecting  the  level  of 
supervisory  concern  related  to  these  two  risks.  Like 
aggregate  risk,  composite  risk  is  described  as  high, 
moderate,  or  low.  Then,  the  examiner  determines  direc¬ 
tion  of  risk,  a  view  on  changes  to  the  risk  profile  over 
the  next  12  months.  As  with  the  aggregate  profile, 
direction  of  risk  is  described  as  decreasing,  stable,  or 
increasing. 

Examiners  will  complete  the  risk  assessment  system  at 
the  end  of  an  on-site  examination  and  update  it  as 
needed  prior  to  the  next  on-site  examination.  The  risk 
assessment  system  is  an  internal  OCC  process  that 
allows  the  examiner  to  summarize  the  risk  profile  of  the 
institution.  The  risk  profile  of  the  institution  will  help  the 
examiner  determine  what  areas  or  risks  will  be  looked 
at  and  the  amount  or  depth  of  procedures  that  will  be 
used.  This  strategy  guides  the  examination  activities. 

Under  supervision  by  risk,  areas  that  have  low  aggre¬ 
gate  risk  will  be  examined  using  minimum  procedures. 
As  the  risk  profile  increases,  additional  procedures  will 
be  added  to  focus  examiners’  attention  on  the  in¬ 
creased  risk. 

This  risk  assessment  system  will  drive  supervisory 
strategies  and  exam  activities,  it  will  facilitate  discus¬ 
sion  with  bank  management  or  directors,  and  it  will  lead 


to  more  efficient  examinations  because  examiners  will 
focus  on  the  risk  or  risks  most  critical  to  a  bank,  and 
they  will  not  focus  on  areas  of  low  risk.  Examiners  will 
discuss  their  conclusions  on  risk  assessment  with  ap¬ 
propriate  bank  management  and  directors,  which  is  an 
essential  part  of  this  program  because  bank  manage¬ 
ment’s  input  may  clarify  or  change  an  examiner’s  risk 
assessment  conclusions.  And  although  the  OCC  does 
not  require  bankers  to  adopt  a  similar  risk  assessment 
process,  examiners  are  required  to  communicate  the 
rationale  for  their  decisions  in  evaluating  risk.  These 
discussions  between  the  OCC  and  bank  management 
will  lead  to  a  common  understanding  of  the  risks  and 
the  strengths  and  weaknesses  of  the  bank’s  risk 
management.  In  all  cases,  this  assessment  of  risk  is  an 
internal  OCC  process  and  does  not  require  the  banks 
to  do  any  additional  paperwork  or  assemble  any  addi¬ 
tional  records.  Moreover,  the  cornerstone  of  this  system 
is  the  belief  that  risk  management  is  the  responsibility 
of  management  and  the  board,  not  the  examiners.  The 
risk  categories  that  you  track  in  your  bank  may  differ 
from  that  which  you  see  today.  We  are  not  requesting 
that  you  change  your  system. 

In  the  coming  year,  we  will  be  implementing  our  super¬ 
vision  by  risk  program  in  banks  over  $1  billion  in  assets. 
A  similar  but  scaled-down  program  is  being  developed 
for  community  banks.  We  hope  to  hear  from  national 
bankers  in  the  coming  months  about  how  the  im¬ 
plementation  of  supervision  by  risk  is  working  in  the 
banks. 
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Interpretations— October  1  to  December  31,  1995 


Interpretive  Letters. 
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Letter  No. 


Laws 

12  U.S.C.  24(7)5  .  . 
12  U.S.C.  24(7)6  .  . 
12  U.S.C.  24(7)9a  . 
12  U.S.C.  24(7)22B 
12  U.S.C.  24(7)23C 
12  U.S.C.  36F(C) .  . 
12  U.S.C.  92A(a) .  . 
12  U.S.C.  92A1  .  .  . 


693 

693 

690 
697 

692,  694 

691 
695 
695 


Regulations 


12CFR9.18 


696 


Subject 


Permissibility  of  sales  of  small  promotional  items . . . 

Permissibility  of  activities  performed  at  a  national  bank’s  loan  production  office.  .  .  . 

Participation  by  national  banks  in  a  state  limited  liability  company . 

Authority  for  a  national  bank  to  buy  and  sell  copper . . . 

Purchase  of  noncontrolling  minority  interest  in  a  limited  liability  company . 

Authority  of  a  national  bank  to  conduct  fiduciary  activities  nationwide  through  trust 

offices  in  various  states . . . 

Permissibility  of  increased  management  fees  and  use  of  unaffiliated  custodian  for 

collective  investment  funds . . 

Proposal  to  establish  operating  subsidiary  to  serve  as  general  partner  in  a  partner¬ 
ship  that  will  own  a  trust  company . 


690 

691 

692 

693 

694 

695 

696 

697 
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690  —  October  1995 


Re:  Sale  of  Promotional  Merchandise 
Dear  Sir/Madam: 

This  is  in  response  to  your  August  21,  1995  letter  to 
William  Glidden,  Assistant  Director,  Bank  Activities  and 
Structure  Division,  in  which  you  inquired  whether  the 
sale  by  a  national  bank  of  certain  promotional  merchan¬ 
dise  is  permissible  under  12  U.S.C.  24(7). 

Facts 

According  to  the  facts  as  described  in  your  letter,  the 
bank  has  a  division  called  the  Bank  Company  Store, 
which  provides  promotional  items  to  bank  employees 
at  cost,  as  an  employee  benefit.  These  items,  which  are 
purchased  by  the  Company  Store  from  a  third  party 
vendor,  include  various  small,  low-priced  items  such  as 
T-shirts,  golf  tees,  candy  jars,  pen  sets,  water  bottles, 
golfers’  caps,  and  coffee  cups.  Each  item  bears  the 
bank  logo. 

From  time  to  time,  bank  customers  have  inquired  about 
purchasing  these  bank  promotional  items.  The  bank 
now  wishes  to  offer  selected  promotional  merchandise 
to  its  customers  at  various  bank  branches.  Under  the 
proposed  program,  the  branches  will  purchase  the 
merchandise  from  the  Bank  Company  Store  for  resale 
to  branch  customers.  The  items  will  be  sold  for  the 
wholesale  price  plus  a  mark-up  of  5  percent  to  10 
percent.  Your  letter  described  the  activity  as  a  cost-ef¬ 
fective  way  for  the  bank  to  achieve  increased  foot  traffic 
in  its  branches,  increased  community  exposure,  and  a 
modest  fee  income. 

The  bank  seeks  to  maximize  promotional  and  advertis¬ 
ing  opportunities  with  its  customers  and  realize  a  mod¬ 
est  compensation  from  its  efforts.  It  will  not  seek  to 
distribute  these  items  on  a  large-scale  basis.  You  have 
stated  that  the  bank  has  obtained  appropriate  insurance 
coverage  to  cover  the  proposed  activity  and  will  make 
necessary  arrangements  to  pay  applicable  sales  taxes. 

Discussion 

National  banks  are  authorized  under  the  National  Bank 
Act,  12  U.S.C.  24(7),  to 

exercise.  .  .all  such  incidental  powers  as  shall  be 
necessary  to  carry  on  the  business  of  banking;  by 
discounting  and  negotiation  promissory  notes, 
drafts,  bills  of  exchange,  and  other  evidences  of 
debt;  by  receiving  deposits;  by  buying  and  selling 


exchange,  coin,  and  bullion;  by  loaning  money  on 
personal  security;  and  by  obtaining,  issuing,  and 
circulating  notes  according  to  the  provisions  of 
[this  chapter]. 

The  Supreme  Court  has  recently  confirmed,  in  Na¬ 
tions  bank  v.  Variable  Annuity  Life  Insurance  Co.,  — 

U  S.  — ,  115  S.Ct.  810,  130  L.Ed  2d  740,  749  (1995) 
(“VALIC”),  that  the  “business  of  banking”  is  "not  con¬ 
fined  to  the  examples  specifically  enumerated”  in  12 
U.S.C.  24(7),  and  that  the  Comptroller  therefore  has 
discretion  to  authorize  activities  beyond  those  specifi¬ 
cally  enumerated.  The  case  law  has  also  established 
that  what  is  “necessary”  to  the  conduct  of  the  banking 
business  includes  things  that  are  "convenient  or  useful” 
to  the  bank  or  its  customers.  See,  e.g.,  M  &  M  Leasing 
v.  Seattle  First  National  Bank,  563  F.2d  1377,  1382  (9th 
Cir.  1977),  cert,  denied,  436  U.S.  956  (1978);  Arnold 
Tours,  Inc.  v.  Camp,  472  F.  2d  427  (1st  Cir.  1972). 

The  Supreme  Court  has  also  confirmed  that  banks  may 
engage  in  certain  advertising  and  promotional  activi¬ 
ties.  In  Franklin  National  Bank  of  Franklin  Square  v.  New 
York,  347  U.S.  373,  377  (1954),  the  Court  held  that 
national  banks  could  use  the  term  “saving”  or  "savings” 
in  their  advertisements,  notwithstanding  a  New  York  law 
that  prohibited  commercial  banks  from  using  such 
words.  The  Court  noted  that  national  banks  have 
authority  to  accept  “savings  deposits,”  and  reasoned 
that  the  power  to  advertise  such  services  was  inciden¬ 
tal  to  that  authority.  Specifically,  the  Court  stated: 

Modern  competition  for  business  finds  advertis¬ 
ing  one  of  the  most  usual  and  useful  of  weapons. 

We  cannot  believe  that  the  incidental  powers 
granted  to  national  banks  should  be  construed  so 
narrowly  as  to  preclude  the  use  of  advertising  in 
any  branch  of  their  authorized  business.  347  U.S. 
373,  377. 

As  the  Court  in  Franklin  recognized,  advertising  is  a  usual 
and  customary  part  of  the  conduct  of  modern  business 
practice.  The  sale  of  promotional  items  has  long  been  a 
media  staple  in  advertising.  It  is  a  cost-effective  technique 
for  achieving  additional  reach  and  exposure  for  advertis¬ 
ers.  Therefore,  the  bank’s  proposed  sale  of  promotional 
merchandise  appears  to  fit  within  a  national  bank  s  author¬ 
ity,  upheld  by  the  Supreme  Court  in  Franklin,  to  advertise 
and  promote  its  services. 

The  OCC  has  previously  noted  that  national  banks  have 
the  authority  to  market  goods  or  services  to  customers 
on  a  promotional  basis.  See,  e.g.,  Interpretive  Letter  No. 
611  (Nov.  23,  1992),  reprinted  in  [1992-1993  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCFI)  1]  83,449  (use  of 
a  smart  phone  to  conduct  banking  transactions);  Inter¬ 
pretive  Letter  No.  339  (May  16,  1985),  [1985-1987 
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Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  85,509 
(although  a  national  bank  cannot  be  a  travel  agent  it 
can  market  tour  packages  of  others  to  its  customers). 

However,  while  national  banks  may  engage  in  various 
promotional  activities  as  a  means  of  marketing  their 
services,  they  are  not  permitted  to  engage  in  general 
merchandising.  The  OCC  has  previously  cautioned  that 
when  a  bank  “makes  more  than  a  nominal  profit  on  the 
sales  of  merchandise,  even  when  that  merchandise  is 
sold  in  conjunction  with  a  [bjank  service,  the  OCC  will 
characterize  those  sales  as  impermissible  general  mer¬ 
chandising.”  OCC  No-Objection  Letter  No.  88-8  (May 
26,  1988),  reprinted  in  [1988-1989  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  84,048,  citing  Unpub¬ 
lished  Letter  of  Donald  A.  Melbye  (Feb.  19,  1981).  In 
Letter  No.  88-8,  the  OCC  objected  to  a  program  in 
which  a  bank  sold  gold  and  silver  jewelry  to  promote  its 
sales  of  gold  and  silver  coins,  because  the  profits 
realized  from  the  jewelry  sales  were  at  a  level  generat¬ 
ing  substantial  profits  for  the  bank.  In  that  instance,  the 
OCC  took  the  position  that  the  jewelry  sales  program 
amounted  to  a  separate  profit-making  enterprise  that 
was  more  than  just  a  promotional  activity  and  therefore 
went  beyond  the  scope  of  a  national  bank’s  incidental 
powers  under  12  U.S.C.  24(7). 

The  determination  whether  a  particular  promotional 
program  exceeds  what  is  permissible  for  national 
banks  must  be  based  on  a  review  of  individual  facts 
and  circumstances.  In  this  instance,  I  am  of  the  view 
that  the  bank’s  proposal  is  within  permissible  limits  and 
does  not  constitute  general  merchandising.  The  bank’s 
plan  to  sell  the  various  items  discussed  for  not  more 
than  10  percent  above  wholesale  does  not  appear 
unreasonable.  Indeed,  the  mark-up  appears  designed 
primarily  to  cover  the  costs  of  the  advertising  cam¬ 
paign.  Further,  the  bank  will  sell  only  to  customers  and 
will  not  seek  to  distribute  the  items  on  a  large-scale 
basis.  The  bank  branches  will  carefully  manage  sup¬ 
plies  in  order  to  minimize  costs  associated  with  carrying 
excess  inventory.  The  bank  will  not  be  subjecting  itself 
to  any  unusual  risk  by  selling  such  promotional  items  to 
its  customers. 

Based  on  the  facts  and  representations  stated  in  your 
letter,  it  is  my  view  that  the  bank’s  proposed  sale  of 
promotional  merchandise  is  within  the  scope  of  activi¬ 
ties  permitted  to  be  performed  by  national  banks  under 
12  U.S  C  24(7).  This  conclusion  might  not  apply  to  any 
subsequent  revisions  or  expansions  of  the  program. 

Sue  E  Auerbach 
Senior  Attorney 

Bank  Activities  and  Structure  Division 


691  —  October  1995 


Dear  Sir/Madam: 

I  am  writing  in  response  to  your  letter  to  the  OCC's 
Midwestern  District  office  on  behalf  of  a  national  bank. 
You  requested  confirmation  that  the  activities  per¬ 
formed  at  the  bank’s  loan  production  office  (LPO)  are 
permissible  for  a  national  bank  LPO  and  that  it  is  not  a 
branch  of  the  bank  for  purposes  of  the  McFadden  Act, 
12  U.S.C.  36.  Based  on  the  information  that  you  have 
provided  about  its  operations,  I  agree  with  those  con¬ 
clusions. 

Facts 

According  to  your  letter,  as  amplified  in  subsequent 
telephone  conversations  between  you  and  a  member 
of  my  staff,  the  office  performs  both  loan  production  and 
deposit  production  functions.  For  loan  products,  the 
staff  accepts  applications  and  collects  financial  infor¬ 
mation  from  prospective  borrowers.  This  information  is 
faxed  or  sent  to  the  bank’s  main  office  for  credit  ap¬ 
proval.  If  the  loan  is  approved,  the  commitment  is  sent 
or  faxed  to  the  loan  production  office  and  loan  docu¬ 
ments  are  prepared  and  executed  by  the  bank  and  the 
borrower  at  that  office.  The  original  loan  documents  are 
then  sent  to  the  main  office  and  copies  are  retained  at 
the  loan  production  office.  All  loan  proceeds  are  ad¬ 
vanced  from  the  main  office.  Normally  this  is  done  by 
crediting  the  borrower’s  account  at  the  bank.  If  a  check 
needs  to  be  used,  it  is  either  mailed  to  the  borrower  or 
picked  up  by  the  borrower  at  the  main  office  or  a  branch 
of  the  bank.  No  loan  proceeds  are  delivered  at  the  loan 
production  office.  It  does  not  accept  loan  payments 
from  borrowers.  Rather,  borrowers  are  given  pre-ad- 
dressed  envelopes  and  deposit  slips  for  use  in  mailing 
loan  payments  to  the  main  office  of  the  bank. 

Deposit  products  include  checking  accounts,  savings 
accounts,  and  certificates  of  deposit.  Customers  may 
open  accounts  and  receive  assistance  with  check  se¬ 
lection,  orders  for  debit  cards,  and  the  completion  of 
new  account  forms.  Signature  cards  and  Truth  in  Sav¬ 
ings  disclosures  are  also  processed.  The  customer  is 
then  provided  with  a  pre-addressed  envelope  and  in¬ 
structed  to  mail  all  of  the  completed  forms  and  any 
initial  deposit  to  the  main  office  of  the  bank.  Ongoing 
deposit  activity  must  be  handled  either  in  person  at  the 
bank’s  main  office  or  a  branch,  through  the  mail  to  the 
main  office,  or  through  the  bank’s  ATM  network  (there 
is  no  ATM  at  the  loan  production  office).  For  certificates 
of  deposit,  customers  are  provided  with  current  rate 
information  and  are  assisted  with  completion  of  the  new 
account  form.  As  with  other  types  of  deposit  accounts, 
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customers  are  then  provided  with  pre-addressed  enve¬ 
lopes  and  instructed  to  mail  the  application  and  deposit 
to  the  main  office.  The  certificate  of  deposit  is  then 
issued  at  the  main  office  and  mailed  directly  to  the 
customer  along  with  any  required  disclosures.  No  de¬ 
posits  are  accepted  at  the  loan  production  office,  and 
account  withdrawals  cannot  be  made  there. 

Analysis 

The  courts  have  identified  three  requirements  for  a 
bank  facility  to  be  a  branch  under  the  McFadden  Act. 

It  must  offer  at  least  one  of  the  “core”  banking  activities 
listed  in  12  U.S.C.  36(j),  namely,  receiving  deposits, 
paying  checks,  or  lending  money.  Clarke  v.  Securities 
Industry  Association,  479  U.S.  388  (1987).  In  addition, 
a  facility  must  be  “established,”  i.e.,  owned  or  rented, 
by  the  bank.  Independent  Bankers  Association  of 
America  v.  Smith,  534  F. 2d  921  (D.C.  Cir.),  cert,  denied, 
429  U.S.  862  (1976)  (“ Smith ");  Independent  Bankers 
Association  of  New  York  v.  Marine  Midland  Bank,  757 
F.2d  453  (2d  Cir.  1985),  cert,  denied,  476  U.S.  1186 
( 1 986)  ( “Marine  Midland”).  And,  the  convenience  to  the 
public  of  the  facility’s  location  must  give  the  bank  a 
competitive  advantage  in  obtaining  customers.  First 
National  Bank  in  Plant  City  v.  Dickinson,  396  U.S.  122 
(1969)  ( “Plant  City’).  For  a  more  detailed  discussion  of 
these  principles,  see  generally  Interpretive  Letter  No. 
634,  [1993-1994  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)H  83,520  (July  23,  1993). 

In  the  present  case,  the  only  issue  is  whether  core 
banking  activities  are  performed.  An  LPO  that  only 
performs  activities  preliminary  to  lending,  such  as  pro¬ 
viding  information  and  application  forms,  but  does  not 
make  loans,  is  not  a  branch  and  is  not  subject  to 
geographic  restrictions.  Interpretive  Ruling  7.7380,  12 
CFR  7.7380  (“the  LPO  Ruling”). 

The  loan  production  activities  conducted  at  the  bank’s 
office,  including  the  execution  of  loan  documents,  are 
permissible  for  national  bank  LPOs.  The  leading  cases 
construing  the  “core”  McFadden  activities  specifically 
conclude  that  a  loan  is  not  “made”  for  purposes  of  the 
McFadden  Act  at  the  time  the  loan  contract  is  executed, 
but  rather  at  the  time  and  place  a  borrower  receives 
bank  funds.  Smith,  534  F.2d  at  948,  946  n.95;  Illinois  ex 
ref  Lignoul  v.  Continental  Illinois  National  Bank,  409  F. 
Supp.  1167,  1178  (N.D.  III.  1975),  aff’d,  536  F.2d  176 
(7th  Cir.),  cert,  denied,  429  U.S.  871  (1976).  Because 
the  loan  production  office  does  not  disburse  bank  funds 
to  borrowers,  it  does  not  make  loans  for  purposes  of  1 2 
U.S.C.  36. 

Deposits  are  “received”  within  the  meaning  of  1 2  U.S.C. 
36(j)  when  a  customer  delivers  a  sum  of  money, 
whether  in  cash  or  checks,  to  a  bank-established  facil¬ 


ity  for  credit  to  his  or  her  account.  Plant  City,  396  U.S. 
at  137;  Smith,  534  F.2d  at  940.  Some  courts  have  also 
considered  loan  payments  to  be  “deposits”  for  McFad¬ 
den  purposes.  Smith,  534  F.2d  at  941 .  Although  deposit 
production  offices  historically  have  been  less  common 
than  loan  production  offices,  there  is  no  reason  that  the 
LPO  concept  cannot  be  applied  to  deposits.  Just  as  an 
LPO  can  provide  information  on  loan  products  and 
perform  activities  preliminary  to  lending  without  making 
loans,  a  facility  can  perform  similar  functions  with  re¬ 
spect  to  deposit  products  without  receiving  deposits. 

In  either  case,  the  office  is  not  a  branch,  since  no  core 
activity  is  performed.  Interpretive  Letter  No.  638,  [1993- 
1994  Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H 
83,525  (Jan.  6,  1994). 

According  to  your  letter,  no  cash  or  checks  are  ac¬ 
cepted  for  deposit  at  the  office  in  question.  It  merely 
provides  information  on  deposit  products  and  assists 
customers  in  filling  out  application  forms  and  related 
paperwork.  Although  envelopes  are  provided  for  cus¬ 
tomers  to  use  in  mailing  deposits  to  the  bank,  office 
personnel  do  not  even  place  these  envelopes  in  the 
mail  for  customers;  rather,  customers  must  mail  the 
envelopes  themselves.  Transactions  carried  out 
through  the  mail  are  not  subject  to  branching  restric¬ 
tions.  Marine  Midland,  757  F.2d  at  462;  Smith,  534  F.2d 
at  941 ;  Interpretive  Letter  No.  635,  [1993-1994  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,519  (July  23, 
1993).  In  addition,  loan  payments  are  not  accepted  at 
the  office  in  question  but  must  be  mailed  to  the  bank’s 
main  office.  Therefore,  the  office  does  not  receive  de¬ 
posits. 

Thus,  neither  the  loan  production  activities  of  the  office 
in  question  nor  its  deposit  production  activities  cause 
it  to  be  a  branch  of  the  bank.  The  fact  that  both  functions 
are  performed  does  not  change  this  result,  since  no 
core  banking  activity  is  offered.  See  Interpretive  Letter 
No.  667,  [Current]  Fed.  Banking  L.  Rep.  (CCH)  H 
85,615  (Oct.  12,  1994)  (an  LPO  that  performs  both  loan 
origination  and  credit  approval  is  not  a  branch  because 
neither  is  a  core  banking  activity). 

This  conclusion  is  not  inconsistent  with  Interpretive 
Letter  No.  88,  [1978-1979  Transfer  Binder]  Fed.  Bank¬ 
ing  L.  Rep.  (CCH)  H  85,155  (Jan.  31,  1979).  The  OCC 
issued  that  letter  as  an  interpretation  of  the  LPO  Ruling. 
It  listed  a  number  of  activities  that  were  not  considered 
to  be  covered  by  the  LPO  Ruling,  as  well  as  several  that 
were.  Among  the  activities  characterized  as  not  being 
“within  the  ambit”  of  the  Ruling  were  some  that  are 
performed  at  the  office,  including  the  signing  of  loan 
documents,  provision  of  forms  to  open  checking  or 
savings  accounts  by  mail,  and  counseling  customers 
regarding  savings  accounts,  checking  accounts,  use 
of  ATMs,  or  other  bank  services  apart  from  loans. 
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Interpretive  Letter  No.  88  was  not  intended  to  be  a 
definitive  list  of  “permissible'’  and  “impermissible"  LPO 
activities.  As  the  letter  was  careful  to  state,  it  was  only 
an  interpretation  of  the  LPO  Ruling.  That  Ruling,  in  turn, 
is  merely  a  ‘safe  harbor”  describing  certain  loan  origi¬ 
nation  activities  that  the  OCC  does  not  consider  to 
constitute  branching.  It  does  not  purport  to  address  the 
outer  limits  of  what  is  permissible  at  an  LPO.  Interpretive 
Letter  No.  634,  supra.  Therefore,  the  fact  that  Interpre¬ 
tive  Letter  No.  88  characterizes  loan  contract  execution 
and  deposit  production  activities  as  being  outside  the 
“ambit"  of  the  LPO1  Ruling  means  only  that  and  nothing 
more.  Such  activities  are  not  per  se  impermissible  at  an 
LPO.  The  combination  of  loan  production  and  deposit 
production  activities  at  the  same  site  is  an  efficient  use 
of  bank  resources  that  should  not  be  arbitrarily  prohib¬ 
ited.  This  combination  is  permissible  as  long  as  the 
branching  principles  discussed  above  are  adhered  to. 

Conclusion 

For  the  reasons  stated,  it  is  my  conclusion  that  the 
activities  performed  at  the  office  in  qusetion,  including 
loan  document  execution  and  deposit  production  func¬ 
tions,  are  permissible  for  a  national  bank  loan  produc¬ 
tion  office  and  do  not  cause  the  office  to  be  a  branch 
of  the  bank  for  purposes  of  the  McFadden  Act,  12 
U.S.C.  36.  This  opinion  is  based  on  the  information  you 
provided  on  that  office’s  activities,  and  any  material 
change  in  the  facts  could  require  a  different  conclusion. 

Eric  Thompson 
Director 

Bank  Activities  and  Structure  Division 

★  ★  ★ 


692  —  November  1995 


Re  Participation  by  national  banks  in  a  state  limited 
liability  company 

Dear  Sir/Madam: 

This  in  response  to  your  letter  of  July  17,  1995  to  Mr. 
Eric  Thompson,  Director,  Bank  Activities  and  Structure 
Division,  requesting  confirmation  that  national  banks 
may  purchase  interests  in  a  state  limited  liability  com- 


The  OCC  has  proposed  additional  interpretive  rulings  on  LPOs  that 
wo  /d  help  to  clarify  this  point  See  proposed  Interpretive  Rulings 
)  Fed  Reg  11924,  11934-35  (1995)  (to  be  codified 
at  12Cf-R  1  1003-  1005)  (proposed  Mar  3,  1995) 


pany  (“the  LLC”).  It  is  proposed  that  national  banks  will 
make  minority  investments  in  the  LLC.  For  the  reasons 
given  below,  we  conclude  that  national  banks  are  le¬ 
gally  permitted  to  make  investments  in  the  LLC  in  the 
manner,  and  as  described  herein. 

Description  of  the  Proposal 

According  to  your  letter,  which  was  supplemented  by 
further  correspondence  and  telephone  conversations 
with  OCC  representatives,  the  proposal  is  as  follows. 
The  state  and  various  state-based  banks  and  savings 
institutions  (or  their  holding  companies),  have  devel¬ 
oped  a  program  of  higher  education  financing  (“AA”). 
The  program  would  be  sponsored  and  administered  by 
the  state  and  would  help  parents  finance  the  higher 
education  of  their  children  through  a  combined  savings 
and  lending  program.  Under  the  program,  parents 
would  deposit  funds  in  a  specified  savings  account 
managed  by  the  state  authority  (“Authority”)  before  a 
child  entered  college  to  pay  for  the  anticipated  cost  of 
the  child’s  college  education.  The  Authority  would 
place  deposited  funds  in  an  investment  trust  fund  man¬ 
aged  by  the  State  Treasurer.  In  the  event  the  savings 
fund  is  insufficient  to  cover  the  full  cost  of  a  child’s 
college  education,  the  Authority  will  make  loans  to 
parents,  repayable  after  the  child  completed  college, 
using  underwriting  standards  established  by  the 
Authority.1  AA  is  the  first  state-sponsored  educational 
program  to  combine  savings  and  lending  features. 

In  order  to  support  the  AA  program,  state-based  banks 
and  savings  institutions  (or  their  holding  companies)2 
will  invest  an  aggregate  of  $1 ,000,000  in  startup  capital 
in  the  LLC,  a  for-profit  limited  liability  company  organ¬ 
ized  under  state  law.  The  banks’  investment  in  the  LLC 
is  in  the  form  of  “limited  liability  company  units" 
(“LLCUs”).  Each  participating  bank  will  become  a 
member  of  the  LLC,  which  they  will  wholly  own.  Each 
1 ,000  units  is  equal  to  a  1  percent  membership  interest 
in  the  LLC.  The  licensing  agreement  to  be  entered  into 
between  the  LLC  and  the  Authority  provides  that  the 
LLC  will  perform  a  number  of  support  functions  to  assist 
the  Authority  in  the  administration  and  management  of 


A  separate,  private  nonprofit  state  corporation  (BB).  founded  in  1 965 
by  an  act  of  state  legislature,  has  a  contract  with  the  Authority  for 
servicing  accounts  and  selling  the  AA  program  to  families.  BB's 
directors  are  appointed  by  the  governor  of  the  state  from  the  banking 
community  and  the  general  public.  Over  the  years,  it  has  adminis¬ 
tered  a  number  of  student  lending  programs  in  conjunction  with  the 
state's  universities  and  banking  community 
?On  September  25,  1995,  the  Federal  Reserve  Board  approved, 
subject  to  certain  conditions,  holding  company  applications  filed  by 
COI,  C02,  C03,  and  C04,  to  each  acquire  more  than  5  percent  of 
the  LLC  The  Board  concluded  that  the  banks'  proposed  services  are 
integrally  related  to  advising  and  administering  student  loan  and 
college  savings  programs  and  are  therefore  closely  related  to  bank¬ 
ing  under  section  4c(8)  of  the  Bank  Holding  Company  Act 
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the  AA  program.  These  activities  include  program  de¬ 
velopment,  project  management,  development,  instal¬ 
lation,  testing  and  maintenance  of  AA  software  and 
training  of  Authority  and  BB  personnel  to  use  the  soft¬ 
ware,  the  development  of  marketing,  public  relations 
and  training  programs  and  other  actions  necessary  to 
implement  the  AA  service  in  the  state.3 

Approximately  125  banking  institutions  will  be  offered 
LLC  units.  The  number  of  units  to  be  offered  to  each 
institution  is  proportional  to  the  capital  of  the  state 
operation  of  each  institution  as  of  September  30,  1994, 
and  given  the  size  of  the  four  largest  institutions,  is  a  de 
minimis  amount  for  each.  Four  institutions  are  collec¬ 
tively  being  offered  nearly  64  percent  of  the  LLC  units, 
and  could  own,  after  the  LLC  sale  is  completed,  be¬ 
tween  60  percent  and  85  percent  of  the  total  units 
outstanding.  The  LLC  will  be  managed  by  a  board  of 
managers  (“board”)  comprised  of  seven  members. 
Linder  the  LLC’s  operating  agreement,  each  of  those 
four  institutions  will  appoint  one  member  to  the  board. 
Institutions  investing  in  LLCUs,  other  than  those  four 
institutions,  will  vote  among  themselves  to  appoint  two 
more  members  to  the  board.  The  LLC’s  president, 
formerly  general  manager  of  a  student  loan  servicing 
corporation,  will  supervise  the  LLC’s  day-to-day  opera¬ 
tions.  The  operating  agreement  prohibits  the  transfer  of 
any  record  or  beneficial  interest  in  LLCUs  without  the 
prior  written  consent  of  a  majority  in  interest  of  all 
non-transferring  unitholders.  All  transferees  of  the  units 
must  be  state  banks  or  savings  institutions  or  their 
holding  companies.  Under  the  LLC’s  operating  agree¬ 
ment  and  state  LLC  law,  LLC  members,  in  their  capacity 
as  members  or  managers,  are  not  personally  liable  for 
any  expense,  liability  or  obligation  of  the  LLC.  See 
Article  IV,  H  4.2,  Operating  Agreement,  and  Gen.  Stat. 
57C-3-30  (1993),  respectively. 

Legal  Analysis 

Your  letter  raises  the  issue  of  the  authority  of  a  national 
bank  to  make  a  minority  investment  in  a  limited  liability 
company.  Twelve  U.S.C.  24(Seventh)  provides  that  a 
national  bank  may  exercise  “all  such  incidental  powers 
as  shall  be  necessary  to  carry  on  the  business  of 
banking...”.4  Section  24(Seventh)  also  includes  lan¬ 
guage,  commonly  referred  to  as  section  16  of  the 
Glass-Steagall  Act,  that  is  sometimes  described  as  a 
prohibition  on  any  stock  ownership.  Here,  the  proposed 
investment  by  national  banks  in  the  LLC  is  in  the  form 
of  limited  liability  company  units  or  membership  inter¬ 


3The  LLC  plans  to  offer  its  services  to  other  states  in  the  future, 
depending  on  its  success  in  the  home  state 

4The  term  "necessary’’  in  Section  24(Seventh)  has  been  construed 

by  the  courts  to  mean  "convenient  or  useful "  Arnold  Tours,  Inc  v. 

Camp,  472  F.2d  427,  432  (1st  Cir  1972). 


ests,  rather  than  corporate  stock;  however,  many  of  the 
same  principles  of  ownership  apply. 

Section  1 6  was  intended  to  prevent  national  banks  from 
engaging  in  speculative  activity  through  stock  invest¬ 
ment.  See  Investment  Company  Institute  v.  Camp ,  401 
U.S.  616,  630  (1971).  It  was  not  intended  to  apply  to 
cases  where  there  is  no  investment  motive  and  owner¬ 
ship  is  intended  to  facilitate  a  bank’s  participation  in  an 
otherwise  permissible  banking  activity.  Interpretive  Let¬ 
ter  No.  543,  reprinted  in  [1990-1991  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  83,255  (February  13, 
1991);  letter  of  William  B.  Glidden  Assistant  Director, 
Legal  Advisory  Services  Division  (February  16,  1989, 
unpublished);  Letter  No.  427,  reprinted  in  Fed.  Banking 
L.  Rep.  (CCH)  H  85,651  (May  9,  1988);  Letter  No.  421, 
reprinted  in  Fed.  Banking  L.  Rep.  (CCH)  H  85,645 
(March  14,  1988);  Letter  from  John  E.  Shockey,  Deputy 
Chief  Counsel  (December  19,  1975,  unpublished);  see 
also  12  CFR  7.10  (1966).  We  have  interpreted  section 
24(Seventh)  to  require  that  a  national  bank’s  investment 
be  convenient  or  useful  to  the  investing  bank  in  con¬ 
ducting  its  banking  business.  In  other  words,  the  bank’s 
investment  must  facilitate  banking  and  cannot  be  a 
mere  passive  or  speculative  investment. 

Our  decisions  have  applied  this  principle  to  minority 
investments  by  national  banks  and  have  permitted 
such  investments  for  many  years.  National  banks  may 
own  stock  in  corporations  at  levels  less  than  that  re¬ 
quired  for  an  operating  subsidiary  under  certain  cir¬ 
cumstances.5  For  example,  in  the  mid-1960s,  we 
approved  a  bank’s  ownership  of  a  minority  interest  in  a 
corporation  that  operated  a  credit  card  clearinghouse 
for  the  benefit  of  the  owner  banks.  Letter  of  James  J. 
Saxon,  Comptroller  of  the  Currency  (October  12,1 966, 
unpublished).  The  OCC  has  approved  other  minority 
investments  by  national  banks  over  the  years.6 


Currently,  national  banks  must  own  at  least  80  percent  of  the  stock 
of  a  corporation  to  conform  with  the  requirements  for  establishing  an 
operating  subsidiary.  12  CFR  5.34(c).  The  OCC  has  proposed  to 
reduce  this  requirement  See  59  Fed.  Reg  61034.  61056  (1994) 
However,  this  proposal  has  not  yet  been  implemented 
6See,  e.g.,  Interpretive  Letter  No.  421,  [1988-1989  Transfer  Binder] 
Fed.  Banking  L  Rep.  (CCH)  H  85,645  (March  14,  1988)  (less  than 
five  percent  investment  in  corporation  providing  clearinghouse,  net¬ 
ting,  and  settlement  services  in  connection  with  government  securi¬ 
ties  transactions);  Interpretive  Letter  No.  543,  [1990-1991  Transfer 
Binder]  Fed  Banking  L  Rep  (CCH)  H  83,255  (February  13,  1991) 
(one  share  of  stock  in  a  corporation  that  gathered  and  disseminated 
information  on  the  government  securities  market)  Furthermore,  the 
OCC  has  concluded  that  an  investment  motive  is  not  present  simply 
because  the  proceeds  from  the  sale  of  membership  interests  or  stock 
are  used  to  acquire  the  equipment  and  staff  necessary  to  carry  out 
a  permitted  activity  See  Letter  dated  January  14,  1983,  from  Peter 
Liebesman,  Assistant  Director,  Legal  Advisory  Services  Division  (un¬ 
published)  (membership  corporation);  Letter  dated  January  26. 
1981,  from  Peter  Liebesman,  Assistant  Director) 
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Our  precedents  include  a  wide  range  of  investment 
levels,  including  minority  interests  when  national  banks, 
through  their  operating  subsidiaries,  participate  in  gen¬ 
eral  partnerships.7 

Consistent  with  past  precedent,  the  OCC  has  on  sev¬ 
eral  recent  occasions  allowed  a  national  bank  to  en¬ 
gage  in  activities  that  are  part  of,  or  incidental  to,  the 
business  of  banking,  through  an  LLC,  a  hybrid  entity 
with  characteristics  of  both  a  partnership  and  a  corpo¬ 
ration.8  See,  e.g..  Interpretive  Letter  No.  677,  June  28, 
1995,  reprinted  in  [Current]  Fed.  Banking  L.  Rep.  (CCH) 
H  83,625;  Interpretive  Letter  No.  657,  March  31,  1995, 
reprinted  in  [Current]  Fed.  Banking  L.  Rep.  (CCH)  ]\ 
83,605;  Interpretive  Letter  No.  669,  October  14,  1994, 
reprinted  in  [Current]  Fed.  Banking  L.  Rep.  (CCH)  ^1 83,617; 
Interpretive  Letter  No.  645,  April  29, 1994,  reprinted in[  1994 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  ^]  83,554; 
Unpublished  Letter  of  William  B.  Glidden,  Assistant  Direc¬ 
tor,  Bank  Activities  and  Structure  Division,  January  30, 1995 
(“Unpublished  Glidden  Letter”). 

Thus,  it  is  clear  that  national  banks  may  make  invest¬ 
ments  in  various  entities,  including  a  limited  liability 
company,  at  levels  less  than  that  required  for  an  oper¬ 
ating  subsidiary  provided  that  the  investment  meets 
certain  requirements  or  standards.  There  are  essen¬ 
tially  four  of  these  standards,  distilled  from  our  previous 
decisions  over  the  years  (examples  of  which  are  cited 
supra): 

1 .  The  activities  of  the  entity  or  enterprise  in  which 
the  investment  is  made  must  be  limited  to  activi¬ 
ties  that  are  part  of,  or  incidental  to,  the  business 
of  banking; 

2.  The  investing  bank  must  be  in  a  position  to 
prevent  the  enterprise  or  entity  from  engaging  in 
activities  that  do  not  meet  the  foregoing  standard; 


See,  eg,  Letter  of  Vernon  E.  Fasbender,  Director  for  Analysis, 
Southeastern  District  (December  6, 1 990)  (bank  operating  subsidiary 
to  own  60  percent);  Interpretive  Letter  No.  369,  [1985-1987  Transfer 
Binder]  Fed  Banking  L  Rep  (CCH)  ^  85,539  (September  25,  1986) 
(51  percent),  (Interpretive  Letter  No.  625.  [1993-1994  Transfer 
Binder]  Fed  Banking  L  Rep  (CCH)  U  83,507  (July  1,  1993)  (50 
percent).  Interpretive  Letter  No.  381,  [1988-1989  Transfer  Binder] 
Fed  Banking  L.  Rep  (CCH)H  85,605  (May  5,  1987)  (33  1/3  percent). 
'An  LLC  is  an  unincorporated  business  entity  established  under  state 
law  which  provides  its  members  with  limited  liability  and  allows  them 
to  participate  actively  in  the  entity's  management  It  has  the  limited 
liability  of  a  corporation,  but  may  be  treated  as  a  partnership  for 
federal  tax  purposes  Although  LLCs  have  existed  for  more  than  a 
decade  they  have  attracted  attention  in  the  legal  and  business 
cornmur  ties  primarily  since  1988,  when  the  Internal  Revenue  Serv¬ 
ice  for  the  first  time  ruled  that  an  LLC  created  pursuant  to  a  Wyoming 
cta‘  jte  would  be  taxed  as  a  partnership  IRS  Revenue  Ruling  88-76, 
1986-2  C  360  Now  that  LLC  legislation  has  been  enacted  in 
virtually  an  of  the  states  banks  may  increasingly  use  this  vehicle  for 
conducting  their  banking  business 


3.  The  bank’s  loss  exposure  must  be  limited,  as  a 
legal  and  accounting  matter,  and  the  bank  must 
not  have  open-ended  liability  for  the  obligations 
of  the  enterprise;  and 

4.  The  investment  must  be  convenient  or  useful  to 
the  bank  in  carrying  out  its  business  and  not  a 
mere  passive  investment  unrelated  to  that  bank’s 
banking  business. 

We  conclude,  as  discussed  below,  that  the  proposed 
investments  in  the  LLC  by  the  investing  national  banks 
satisfy  these  four  criteria. 

1.  The  activities  of  the  enterprise  in  which  the  invest¬ 
ment  is  made  must  be  limited  to  activities  that  are  part 
of,  or  incidental  to,  the  business  of  banking. 

National  banks  have  the  express  authority  under  12 
U.S.C.  24(Seventh)  to  make  loans.  Incidental  to  this 
authority,  national  banks  may  service  and  manage 
loans  and  assets.  Although  as  structured,  the  Authority 
and  BB  rather  than  the  LLC  will  actually  originate,  fund, 
service,  and  manage  the  individual  loans,  the  LLC  will 
provide  the  support  functions  necessary  to  the  opera¬ 
tion  of  the  AA  program.  Thus,  the  lending  support 
functions  which  the  LLC  will  provide  are  activities  which 
are  intrinsic  to  the  express  lending  powers  of  national 
banks  or  are  incidental  to  the  business  of  banking. 
Similarly,  the  support  services  of  the  LLC  in  the  invest¬ 
ment  arena  are  incidental  to  the  business  of  banking, 
as  an  outgrowth  of  a  national  bank’s  authority  to  offer 
financial  and  investment-related  services.9 

The  U.S.  Supreme  Court  recently  rejected  a  narrow 
view  of  the  bank  powers  clause  which  interprets  the 
provision  as  granting  to  national  banks  only  the  five10 


9ln  finding  that  the  proposed  activities  of  the  LLC  are  “closely  related 
to  banking”  under  section  4(c)(8)  of  the  Bank  Holding  Company  Act, 
the  Federal  Reserve  Board  stated: 

All  the  proposed  services  are  integrally  related  to  advising  and 
administering  student  loan  and  college  savings  programs. 
Banks  offering  their  own  student  loan  and  college  savings 
programs  engage  in  many  of  the  proposed  activities  and  are 
uniquely  suited  to  advise  and  assist  other  potential  providers, 
including  state  governments,  in  structuring  and  implementing 
student  loan  and  college  savings  programs.  The  Board  pre¬ 
viously  has  concluded  that  bank  holding  companies  may  pro¬ 
vide  similar  advisory  and  support  services  to  state  authorities 
that  are  engaged  in  making  student  loans  Accordingly,  based 
on  all  the  facts  of  the  record,  the  Board  concludes  that  the 
proposed  activities  are  closely  related  to  banking  under  section 
4(c)(8)  of  the  BHC  Act 

Order  of  the  Federal  Reserve  Board,  September  25.  1995  at  4 

10Twelve  U.S.C  24(Seventh)  provides  in  pertinent  part  that  national 
banks  may  exercise  — .  .  all  such  incidental  powers  as  shall  be 

necessary  to  carry  on  the  business  of  banking  by  discounting  and 
negotiating  promissory  notes,  drafts,  bills  of  exchange,  and  other 
evidences  of  debt;  by  receiving  deposits,  by  buying  and  selling 
exchange,  coin,  and  bullion,  by  loaning  money  on  personal  security, 
and  by  obtaining,  issuing,  and  circulating  notes 
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specified  powers  and  such  ancillary  powers  needed  to 
perform  those  five.  The  Court  held  that  the  bank  powers 
clause  is  a  broad  grant  of  the  power  to  engage  in  the 
business  of  banking,  including,  but  not  limited  to,  the 
five  specifically  recited  powers  and  those  other  powers 
that  are  reasonably  necessary  to  perform  not  just  the 
enumerated  powers,  but  the  business  of  banking  as  a 
whole.  See  NationsBank  v.  Variable  Life  Annuity  Co., 
U.S.  ,  1 15  S.Ct.  810  (1995)  (VALIC). 

Accordingly,  the  proposed  activities  of  the  LLC  are  part 
of,  or  incidental  to,  the  business  of  banking.  Therefore, 
this  standard  is  satisfied.11 

2.  The  bank  must  be  able  to  prevent  the  enterprise  from 
engaging  in  activities  that  do  not  meet  the  foregoing 
standard. 

This  is  an  obvious  corollary  to  the  first  standard.  It  is  not 
sufficient  that  the  LLC’s  activities  are  permissible  at  the 
time  the  bank  initially  purchases  LLC  units  or  member¬ 
ship  shares;  they  must  also  remain  permissible  for  as 
long  as  the  bank  retains  an  ownership  interest  in  the 
LLC. 

The  state’s  Limited  Liability  Act  provides  that  an  LLC 
may  engage  in  “any  lawful  business  unless  a  more 
limited  lawful  purpose  is  set  forth  in  the  articles  of 
organization.”  See  Section  57C-2-01.  The  operating 
agreement  of  the  LLC  provides  that  the  purpose  of  the 
LLC: 

(a)  ,..[S]hall  be  to  develop  and  own  a  long-term 
financing  program  for  parents  to  provide  for  their 
children’s  post-secondary  education  to  be  known 
as  the  AA  and  to  purchase  software  support, 
develop  marketing,  and  otherwise  take  such  ac¬ 
tions  to  further  the  success  of  AA  as  the  members 
may  determine  is  proper  and  appropriate. 

(b)  The  Company  shall  have  any  and  all  powers 
which  are  necessary  or  desirable  to  carry  out  the 
purposes  and  business  of  the  Company,  to  the 
extent  the  same  may  be  legally  exercised  by 
limited  liability  companies  under  the  Act. 

Operating  Agreement,  LLC,  Article  I,  HI. 5. 

You  have  represented  that  approximately  125  banking 
institutions,  including  national  and  state  banks  and 
savings  institutions  and  several  holding  companies,  will 


1  Although  you  have  orally  represented  that  the  LLC  will  engage  only 
in  bank  permissible  activities  because  there  will  not  be  any  nonbank 
or  nondepository  institution  investors  in  the  LLC,  to  formalize  this 
commitment,  the  articles  of  organization  and  Operating  Agreement, 
or  other  written  document,  should  state  that  the  LLC  will  engage  only 
in  activities  which  are  part  of,  or  incidental  to,  the  business  of  banking 


be  offered  LLC  units.  Four  institutions,  one  state-char¬ 
tered  bank  and  three  national  banks,  are  collectively 
being  offered  64  percent  of  the  LLC  units,  and  could 
collectively  own,  after  the  LLCU  sale  is  completed, 
between  60  percent  and  85  percent  of  the  total  units 
outstanding.  Although  each  member  of  the  LLC,  by 
virtue  of  its  status  as  a  member,  may  be  a  manager  of 
the  LLC,  pursuant  to  the  operating  agreement,  each 
member  agrees  to  delegate  management  of  the  busi¬ 
ness  and  affairs  of  the  LLC  to  the  board  of  managers. 12 
The  operating  agreement  provides  that  the  board  of 
managers  will  be  comprised  of  seven  members  of  the 
LLC  elected  by  the  members.  Under  the  operating 
agreement,  each  of  these  four  institutions  will  appoint 
one  member  to  the  LLC  board  of  managers  with  the 
other  institutions  buying  LLC  units  appointing  two  more 
members  to  the  board.  The  president  of  the  LLC  will 
serve  as  the  seventh  member  of  the  board  of  managers. 
The  operating  agreement  provides  that  an  affirmative 
vote  of  a  majority  of  the  members  of  the  board  of 
managers  present  at  a  meeting  will  constitute  action  by 
the  board. 

Significant  restrictions  are  placed  on  the  transfer  of  an 
LLC  interest,  both  to  preserve  partnership  tax  status 
and  to  reflect  the  intent  of  the  members  who  desire  veto 
power  or  a  substantial  voice  concerning  who  joins  the 
LLC.  The  LLC’s  operating  agreement  provides  specific 
limitations  on  transferability  of  a  bank’s  investment  or 
membership  share. 

The  four  institutions  noted  above  (three  of  which  are 
national  banks)  have  a  significant  voice  in  the  operation 
of  the  LLC,  and  you  have  represented  that  the  banks 
will  veto  or  withdraw  from  the  LLC  in  the  event  the  LLC 
engages  in  activities  that  are  not  part  of,  or  incidental 
to  the  business  of  banking.  To  formalize  this  commit¬ 
ment,  the  articles  of  organization  and  operating  agree¬ 
ment,  or  a  similar  document  (e.g.,  the  joint  venture 
commitment),  should  specifically  state  this  authority.13 
Accordingly,  this  standard  will  be  satisfied  upon  the 
formalization  of  this  commitment. 

3.  The  bank's  loss  exposure  must  be  limited ,  as  a  legal 
and  accounting  matter,  and  the  bank  must  not  have 
open-ended  liability  for  the  obligations  of  the  enter¬ 
prise. 


12Article  VI  of  the  operating  agreement  provides  that  the  board  may, 
in  its  discretion,  delegate  any  authority  delegated  to  it  under  the 
agreement  to  “any  officer  of  the  Company." 

'^Similarly,  in  their  application  to  the  Federal  Reserve  Board,  the  four 
holding  company  applicants  agreed  to  a  joint  venture  commitment 
The  first  of  these  was  a  commitment  that  the  LLC  will  engage  solely 
in  activities  permissible  for  state  member  banks  and  bank  holding 
companies  and  that  in  the  event  the  LLC  engages  in  any  impermis¬ 
sible  activities,  the  four  bank  holding  companies  (''BHCs'')  will  "cause 
[the  LLC]  to  terminate  such  impermissible  activities  or  [the  BHCs]  will 
terminate  its  interest  in  [the  LLC] " 
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A  primary  concern  of  the  OCC  is  that  national  banks 
should  not  be  subjected  to  undue  risk.  Where  an  invest¬ 
ing  bank  will  not  control  the  operations  of  the  entity  in 
which  the  bank  holds  an  interest,  it  is  important  that  a 
bank’s  investment  not  expose  it  to  unlimited  liability. 
Such  is  the  case  here.  As  a  legal  matter,  investors  in  a 
state  LLC  will  not  incur  liability  with  respect  to  the 
liabilities  or  obligations  of  the  LLC  solely  by  reason  of 
being  a  member  or  manager  of  the  LLC  —  even  if  they 
should  actively  participate  in  the  management  or  con¬ 
trol  of  the  business. 14  This  limited  liability  feature  is  what 
differentiates  LLCs  both  from  general  partnerships, 
where  all  partners  are  generally  liable  for  the  debts  of 
the  partnership,  and  from  limited  partnerships,  which 
must  have  at  least  one  general  partner  who  is  person¬ 
ally  liable  for  the  obligations  of  the  partnership.15 

In  addition,  the  OCC’s  chief  accountant  has  advised 
that  generally,  the  appropriate  accounting  treatment  for 
a  bank’s  20  percent  to  50  percent  ownership  share  or 
investment  in  an  LLC  is  to  report  it  as  an  unconsolidated 
entity  under  the  equity  method  of  accounting.  Under 
this  method,  unless  the  bank  has  extended  a  loan  to 
the  entity,  guaranteed  any  of  its  liabilities,  or  has  other 
financial  obligations  to  the  entity,  losses  are  generally 
limited  to  the  amount  of  the  investment  shown  on  the 
investor’s  books.  See  generally ,  Accounting  Principles 
Board,  Op.  18  1 9  ( 1 971 )  (equity  method  of  accounting 
for  investments  in  common  stock).  As  proposed,  no 
single  bank  investor  will  own  more  than  50  percent  of 
the  LLC,  and  in  all  probability,  no  single  bank  will  own 
more  than  25  percent  of  the  LLC. 

It  is  your  understanding  that  some  of  the  investing 
banks  may  use  the  cash  or  cost  method  of  accounting 
for  the  banks'  investment  in  the  LLC,  although  you  have 


14Article  IV,  H  4.2  of  the  LLC's  operating  agreement  states  that 
"Members  shall  not  be  required  to  make  any  contribution  to  the 
capital  of  the  Company,  except  as  otherwise  provided  in  this  Agree¬ 
ment,  nor  shall  the  Members,  in  the  capacity  as  Members  or  Manag¬ 
ers  be  bound  by,  or  liable  for,  any  expense,  liability  or  obligation  of 
the  Company  except  to  the  extent  of  their  interest  in  the  Company 
and  the  obligation  to  return  Distributions  made  to  them  under  certain 
circumstances  as  required  by  the  Act.  The  Members  shall  be  under 
no  obligation  to  restore  a  deficit  Capital  Account  upon  the  dissolution 
of  the  Company  or  the  liquidation  of  any  of  their  Membership  inter¬ 
ests  "  Emphasis  Added  You  have  represented  that  the  italicized 
phrase  was  intended  to  refer  to  the  capital  contributions  made  by  a 
Member  rather  than  to  mean  that  Members  are  liable  for  a  pro  rata 
share  of  the  LCC's  obligations,  and  this  is  consistent  with  state  law 
The  state's  LLC  statute  specifically  provides  for  limited  liability  of 
members  and  managers  for  obligations  of  the  LLC  and  states  that 
the  liability  of  members  and  managers  of  LLCs  "shall  at  all  times  be 
determined  solely  and  exclusively  by  this  Chapter  and  the  laws  of 
this  State  Gen  Stat  57C-3-30  (a)  and  (d)  (1993) 

The  necessity  for  at  least  one  general  partner  reflects  a  policy  that 
someone  have  personal  liability  See  section  1  of  the  Uniform  Limited 
Partnership  Act  However,  this  is  frequently  circumvented  in  states 
where  a  corporation  (with  limited  liability  under  state  corporate  laws) 
can  be  the  general  partner 


indicated  that  in  some  cases,  because  of  the  de  mini¬ 
mis  amount  of  the  investments,  it  will  be  carried  as  an 
expensed  investment  rather  than  a  capitalized  invest¬ 
ment.  Under  the  cost  method  of  accounting,  the  inves¬ 
tor  records  an  investment  at  cost,  dividends  are  the 
basis  for  recognition  of  earnings  (although  in  the  case 
of  an  LLC,  dividends  are  generally  not  issued),  and 
losses  recognized  by  the  investor  are  limited  to  the 
extent  of  the  investment. 

Regardless  of  whether  the  cost  or  equity  method  of 
accounting  is  used  (the  choice  of  which  is  up  to  each 
bank),  an  investing  bank's  maximum  risk  of  loss  should 
be  limited  to  the  amount  of  its  respective  investment  in 
the  LLC  (plus,  potentially,  the  amount  of  any  additional 
extensions  of  credit).  In  either  case,  its  exposure  is 
quantifiable  and  controllable.  Consequently,  an  invest¬ 
ing  bank  will  not  have  open-ended  liability  for  the 
liabilities  of  the  LLC. 

4.  The  investment  must  be  convenient  or  useful  to  the 
bank  in  carrying  out  its  business  and  not  a  mere  passive 
investment  unrelated  to  that  bank’s  banking  business. 

A  national  bank's  investment  in  an  enterprise  or  entity 
that  is  not  an  operating  subsidiary  of  the  bank  must  also 
satisfy  the  requirement  that  the  investment  have  some 
beneficial  connection,  i . e . ,  be  convenient  or  useful  to 
the  investing  bank’s  business  activities,  and  not  consti¬ 
tute  a  mere  passive  investment  unrelated  to  the  bank’s 
banking  business. 

The  investing  banks  desire  to  participate  in  the  LLC  to 
facilitate  the  banks’  participation  in  a  student  lending 
and  investment  program  in  conjunction  with  the  state 
and  thereby  better  serve  the  lending  and  investment 
needs  of  their  customers  and  communities.  The  LLC 
provides  a  facility  that  is  convenient  and  useful  to  the 
investing  banks  because  it  will  provide  the  support 
system  needed  to  administer  the  loan  program  in  which 
these  banks  will  be  involved.  The  AA  program  will  be 
serviced  by  an  entity  that  is  controlled  by  the  lenders 
committed  to  the  program  itself,  rather  than  being 
funded  by  speculative  investors  seeking  a  high  return 
on  their  investment.  Thus,  the  banks’  LLC  investment  is 
not  intended  for  speculative  investment  reasons. 

The  data  processing,  support  service,  training  and  mar¬ 
keting  functions  to  be  performed  by  the  LLC  are  no 
different  from  those  currently  performed  by  the  banks 
themselves,  either  directly  or  through  operating  subsidi¬ 
aries  or  bank  service  corporations.  The  centralization  of 
these  activities  through  the  LLC  is  merely  an  efficient  way 
of  providing  these  recognized  banking  functions. 

Participation  in  the  LLC  will  benefit  both  the  investing 
banks  and  their  customers.  Customers  in  the  state  will 
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directly  benefit  from  the  opportunity  to  learn  about  and 
participate  in  the  student  loan  and  college  savings 
program.  The  support  services  provided  by  the  LLC  will 
help  assure  the  operation  and  success  of  the  AA  pro¬ 
gram,  which  in  turn,  will  assist  customers  of  the  invest¬ 
ing  banks.  Participation  by  the  investing  banks  in  the 
LLC  will  supplement  the  banks’  other  lending  and  in¬ 
vesting  programs  to  help  meet  the  credit,  investment  or 
other  needs  of  their  communities.  Community  involve¬ 
ment,  which  participation  in  this  LLC  will  enhance,  may 
be  viewed  as  an  essential  part  of  supporting  a  bank’s 
business  growth  and  an  innovative  way  to  tailor  its 
products  and  services. 

Across  the  country,  state  governments  are  more  than 
ever  becoming  the  focal  points  of  activity  in  the  field  of 
economic  and  financial  development.  The  AA  program 
represents  an  important  partnership  or  link  between 
banks,  their  communities,  and  state  government.  The 
interdependence  of  commercial  banks  and  state  gov¬ 
ernment  in  the  financing  of  higher  education  may  be¬ 
come  increasingly  important  in  the  future.  Participation 
in  the  AA  program  will  assist  banks  in  addressing 
financial  needs  of  their  customers  and  develop  alterna¬ 
tive  and  profitable  ways  to  serve  these  needs.  In  short, 
we  believe  the  proposed  investment  is  convenient  and 
useful  to  the  investing  banks  in  conducting  their  bank¬ 
ing  business. 

Conclusion 

In  sum,  national  banks  are  legally  permitted  to  pur¬ 
chase  interests  in  the  LLC  in  the  manner  and  as  de¬ 
scribed  herein.  The  LLC  will  provide  support  functions 
so  that  the  Authority  may  administer  and  manage  the 
AA  program  to  provide  education  financing  advisory 
services  through  the  LLC.  This  in  turn,  will  enable  the 
state  to  assist  parents  in  financing  the  higher  education 
of  their  children. 

Julie  L.  Williams 
Chief  Counsel 

★  *  ★ 


693 — December  1995 


Re:  National  Bank  May  Buy  and  Sell  Copper 
Pursuant  to  12  U.S.C.  24(Seventh) 

Dear  Sir/Madam: 

This  is  in  reply  to  your  letter  requesting  that  the  OCC 
confirm  your  opinion  that  a  wholly-owned  operating 


subsidiary  of  a  national  bank  may  expand  its  activities 
to  include  buying  and  selling  copper  pursuant  to  a 
national  bank’s  express  authority  to  buy  and  sell  "coin 
and  bullion”  under  the  National  Bank  Act.1  For  the 
reasons  set  forth  below,  it  is  our  view  that  12  U.S.C. 
24(Seventh)  authorizes  a  national  bank  to  buy  and  sell 
copper  under  this  enumerated  power  and  as  part  of  or 
incidental  to  the  business  of  banking.  For  the  reasons 
discussed  below,  the  OCC  concludes  that  it  is  legally 
permissible  for  national  banks  to  buy  and  sell  copper 
and  conduct  financial  derivatives  activities  with  regard 
to  the  underlying  commodity.2 

Background 

The  company  is  currently  buying  and  selling  gold, 
silver,  platinum,  and  palladium.  You  indicate  that  this 
business  is  conducted  in  conformity  with  written  poli¬ 
cies  and  procedures,  and  in  accordance  with  estab¬ 
lished  market  practices  and  regulations  relating  to 
these  metals.  The  company  wishes  to  add  copper  to  its 
activities,  and  justifies  this  on  several  grounds. 

The  first  is  that  their  established  policies,  practices, 
procedures  and  experiences  in  dealing  with  precious 
metals  gives  them  the  expertise  necessary  to  buy  and 
sell  copper.  Secondly,  notes  that  there  is  an  increasing 
similarity  between  transactions  involving  copper  and 
those  transactions  already  being  conducted  by  na¬ 
tional  banks  with  respect  to  gold,  silver,  platinum,  and 
palladium  (“GSP&P”).  There  is  also  a  similarity  between 
the  policies,  methods  and  procedures  already  admin¬ 
istered  by  the  company  with  respect  to  its  GSP&P 
transactions  and  those  required  for  the  administration 
of  copper  transactions.  The  company  perceives  an 
expanding  need  from  business  and  industry,  including 
their  existing  customer  base,  for  a  reliable  source  of 
supply  and  financing  of  refined  copper  and  use  of 
copper  as  a  vehicle  for  hedging  market  risk.  Finally,  the 
company  believes  the  benefit  in  offering  a  product  to 
the  community  which  is  appropriately  offered  by  a  bank 
subsidiary  experienced  in  metals  transactions  will  en¬ 
hance  its  competitive  position  in  relation  to  nonbank 
metals  dealers. 

The  National  Bank  Act 

A  national  bank  may  engage  in  activity  pursuant  to  12 
U.S.C.  24(Seventh)  if  the  activity  is  part  of  or  incidental 
to  the  business  of  banking.  The  OCC  previously  has 
concluded  that  national  banks  have  authority  to  buy 
and  sell,  as  agent  for  customers  and  for  the  bank’s  own 


’See  12  U.S.C.  24(Seventh). 

2We  address  financial  derivatives  transactions  in  this  response  be¬ 
cause  you  indicate  that  the  bank  will  engage  in  hedging  activities 
with  copper. 
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account,  gold,  silver,  platinum  and  palladium  coins  and 
bullion  pursuant  to  the  enumerated  power  in  12  U.S.C. 
24(Seventh)  to  buy  and  sell  “exchange,  coin,  and  bul¬ 
lion.”3 

Enumerated  Power  to  Buy  and  Sell  Coin  and  Bullion 

Paragraph  Seventh  of  12  U.S.C.  24,  authorizing  the 
purchase  and  sale  of  “coin  and  bullion,”  does  not  define 
the  terms.  While  the  section  does  not  specify  that 
copper  may  be  bought  and  sold  under  this  enumerated 
power,  neither  does  it  place  a  limitation  on  the  types  of 
metals  that  constitute  coin  and  bullion. 

The  OCC  has  previously  concluded  that  the  term  “bul¬ 
lion”  includes  uncoined  gold  and  silver  in  bar  or  ingot 
form,  consistent  with  the  first  dictionary  definition  of  the 
term  “bullion”  as  “gold  or  silver  considered  as  so  much 
metal.”4  See  Banking  Circular  58  (Rev.)(November  3, 
1981)  (“BC-58").  This  circular  also  defines  the  term 
"coin"  as  coins  held  for  their  metallic  value  which  are 
minted  by  a  government,  or  exact  restrikes  of  such 
coins  minted  at  a  later  date  by  or  under  the  authority  of 
the  issuing  government.  The  OCC  has  concluded  that 
the  term  “bullion”  also  includes  platinum5  and  palla¬ 
dium.6  This  conclusion  was  supported  by  several  con¬ 
siderations:  market  developments  indicating  that 
platinum  and  palladium  were  part  of  the  bullion  banking 
market,  the  other  common  dictionary  definitions  of  "bul¬ 
lion”  as  “metal  in  the  mass,”  the  minting  of  platinum  and 
palladium  coins,7  and  the  fact  that  some  state  law 
definitions  of  “precious  metal”  included  platinum  and 
palladium.  In  reaching  the  conclusion  that  “bullion” 
encompassed  platinum  and  palladium,  the  OCC  indi¬ 
cated  that  other  metals  also  may  be  characterized  as 
bullion. 

One  of  the  definitions  of  bullion  is  "metal  in  the  mass."8 
Another  definition  is  “quantities  of  gold,  silver  or  copper 


coins  when  measured  by  weight."9  Other  dictionary 
definitions  of  bullion  mention  gold,  silver,  or  the  term 
"precious  metal.”10  A  number  of  state  laws  now  include 
copper  in  their  statutory  definitions  of  “precious  met¬ 
als,”11  and  at  least  one  state  statute  explicitly  refers  to 
copper  in  bullion  form.12 

The  factors  that  supported  the  OCC’s  conclusion  with 
respect  to  platinum  and  palladium  generally  support 
inclusion  of  copper  within  the  coin  and  bullion  authority 
of  national  banks.  Copper,  like  platinum  and  palladium, 
has  been  used  to  mint  legal-tender  coins.  The  United 
States,  China  and  Britain  have  issued  copper  coins.13 
Additionally,  copper,  like  platinum  and  palladium,  is 
bought  and  sold  as  metal  in  a  mass  standardized  as  to 
weight  and  purity. 1 4  The  company's  customers  increas¬ 
ingly  expect  to  be  able  to  engage  in  the  full  range  of 
metals  transactions  from  a  reliable  source  of  supply  and 
financing,  and  a  number  of  state  laws  now  define  the 
term  “precious  metal”  to  include  copper.  At  least  one 
state  statute  defines  “coins”  to  include  monetized  bul¬ 
lion  or  other  forms  of  money  manufactured  from  gold, 
silver,  and  platinum,  palladium  or  other  such  metals.15 
Based  on  the  foregoing,  it  is  reasonable  to  conclude 
that  the  trading  and  dealing  of  copper  is  encompassed 
within  the  enumerated  power  of  national  banks  to  buy 
and  sell  coin  and  bullion. 

Business  of  Banking 

The  basic  framework  that  governs  the  powers  and 
permissible  activities  of  national  banks  was,  at  last, 
resolved  in  a  clear  fashion  by  the  Supreme  Court's 
recent  decision  in  NationsBank  v.  Variable  Annuity  Life 
Insurance  Co.  (VALIC),  115  S.Ct.  810(1995).  The  unan¬ 
imous  Court  held  that  the  “business  of  banking”  which 
is  authorized  to  banks  in  the  National  Bank  Act,  12 
U.S.C.  24(Seventh),  is  not  limited  to  those  activities  and 


interpretive  Letter  No  553  (May  2,  1991),  reprinted  in  [1990-1991 
Transfer  Binder]  Fed  Banking  L.  Rep  (CCH)  H  83,300;  see  also 
Interpretive  Letter  No  648  (May  4,  1994),  reprinted  in  [1994  Transfer 
Binder]  Fed  Banking  L  Rep  (CCH)  f  83,557. 

1  Webster  's  Ninth  New  Collegiate  Dictionary  1 86  ( 1 986).  See  also  U  S. 
Department  of  Interior  Bureau  of  Mines,  A  Dictionary  of  Mining. 
Mineral,  and  Related  Terms  150  (1968). 

"Interpretive  Letter  No  553,  supra 

interpretive  Letter  No  683  (July  28,  1995),  reprinted  in  [1994-1995 
Transfer  Binder]  Fed  Banking  L  Rep  (CCH)  11  83,631 
Oxford  English  Dictionary  1 1 70  (Compact  ed  1971)  The  etymology 
of  the  word  "bullion"  indicates  a  connection  between  bullion  and  the 
rr  oting  of  currency  Consistent  with  the  "metal  in  the  mass"  definition 
the  description  in  The  Metals  Handbook  6  (8th  ed  1961)  of  the 
American  Society  for  Metals,  stating  that  bullion  is  "( 1 )  A  semirefined 
■i  oy  containing  sufficient  precious  metal  to  make  recovery  profitable 
(2)  Refined  gold  or  silver,  uncoined  " 

'  Webster  s  Third  New  International  Dictionary  294  (1971)  See  also 
Charles  J  Woelfei  The  Dictionary  of  Banking  35  (1994),  Charles  J 
Woe  fe  Encyclopedia  of  Banking  and  Finance  160  (10th  ed  1994) 


9F  E.  Perry,  A  Dictionary  of  Banking  41  (2d  ed  1983). 

10See,  Thomas  P.  Fitch,  Dictionary  of  Banking  Terms  (2d  ed.  1990), 
defines  bullion  as  “gold  or  other  precious  metals  in  bar  or  coin  form." 
See  also  American  Bankers  Association,  Banking  Terminology  46  (3d 
ed.  1989),  which  defines  bullion  as  "unminted  precious  metals  suit¬ 
able  for  coining." 

nSee,  e  g.,  Arz  Rev.  Stat.  Ann.  44-1 801  ( 1 4)(  1 994);  Cal  Corp  Code 
29515  (West  1995);  Colo.  Rev.  Stat.  1 1-53- 103(1 3)(  1994),  Ga  Code 
Ann.  10-5A-1(12)(1994);  Idaho  Code  30-1501(1994);  Ind  Code  Ann 
23-2-6-15  (Burns  1994);  Mont  Code  Ann  30-10-103  (1994);  Neb 
Rev.  Stat  8-1715  (1994);  Nev  Rev.  Stat  Ann  91  140  (1993);  Or  Rev 
Stat.  645.020  (1994);  Utah  Code  Ann.  61-1-13  (1994) 

12Nev.  Rev.  Stat  Ann.  519.080  (1993) 

13SeeC  Krause,  Standard  Catalog  of  20th  Century  World  Coins  (2  0th 
ed  1993). 

14A  two  percent  tolerance  is  allowed  on  the  contract  weight  when 
delivering  with  settlement  on  the  delivered  weight  A  copper  contract 
may  be  in  the  form  of  wirebars  or  cathodes  both  with  set  standard 
dimensions  for  delivery  and  a  specific  type  of  copper  Brackenbury 
Dealing  on  London  Metal  Exchange  and  Commodity  Markets  24  -25 

Comm  Code  39-26-102(1994) 
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powers  expressly  enumerated  in  the  statute.  Rather,  the 
Court  found  that  the  business  of  banking  is  an  expan¬ 
sive  concept  and  that  the  powers  enumerated  in  the  act 
are  merely  illustrative.  The  Court’s  decision  also  reaf¬ 
firmed  that  courts  should  accord  deference  to  rea¬ 
soned  decisions  by  the  OCC  interpreting  the  powers  of 
national  banks. 

In  deciding  whether  a  particular  activity  is  part  of  or 
incidental  to  the  business  of  banking  and  therefore 
within  the  OCC's  discretion  to  permit,  it  is  helpful  to 
apply  the  criteria  which  VALIC  and  prior  cases  have 
used  in  making  such  determinations.  The  factors  may 
be  framed  in  the  form  of  questions:  (1)  Is  the  activity  a 
contemporary  functional  equivalent  or  logical  out¬ 
growth  of  a  recognized  banking  function?  (2)  Does  the 
activity  benefit  customers  and/or  strengthen  the  bank? 
(3)  Are  the  risks  of  the  activity  similar  to  the  type  of  risks 
already  assumed  by  banks?16 

Affirmative  responses  to  such  questions  lead  convinc¬ 
ingly  to  the  conclusion  that  an  activity  is  properly  char¬ 
acterized  as  part  of  the  business  of  banking  in  the 
evolving  financial  services  marketplace.  The  OCC  be¬ 
lieves  that  each  of  these  three  factors  is  satisfied  here. 

First,  the  trading  activities  which  the  company  will  con¬ 
duct  with  respect  to  copper  are  functionally  equivalent 
to  the  trading  activities  it  is  currently  conducting  with 
respect  to  GSP&P.  Copper,  along  with  GSP&P,  is  avail¬ 
able  on  various  commodity  exchanges  for  transactions 
with  and  among  the  general  public.17  Copper  is  regu¬ 
larly  traded  over  the  counter,  on  the  London  Metal 
Exchange  (LME),  and  on  the  COMEX  division  of  the 
New  York  Mercantile  Exchange  (NYMEX).  As  a  result, 
copper  prices  are  found  on  recognized  markets.  Op¬ 
tions  for  copper  are  quoted  on  the  NYMEX,  the  LME, 
and  in  various  cash  markets.  Because  copper  is  quoted 
and  traded  on  these  exchanges,  there  is  a  substantial 
amount  of  liquidity  for  it.  The  administration  and  policies 
of  the  company  relating  to  copper  will  be  the  same  as  for 
other  precious  metals  it  buys  and  sells.  Additionally,  all 
copper  transactions  are  proposed  to  be  done  with  ap¬ 
proved  vendors  and  only  NYMEX  and/or  London  accept¬ 
able  brands  will  be  accepted.  All  copper  will  be  subjected 
to  the  same  testing  criteria  as  GSP&P. 

Second,  buying  and  selling  copper  will  benefit  the 
company’s  existing  customer  base.  The  company  cus¬ 
tomers  have  indicated  their  desire  to  obtain  a  reliable 


16 See  generally  Julie  L.  Williams  &  Mark  P.  Jacobsen,  The  Business 
of  Banking:  Looking  to  the  Future,  50  The  Business  Lawyer  783, 
783-785  (1995)  (explaining  the  VALIC  case  and  the  evolution  of  the 
“business  of  banking”  concept). 

'^Daniel  Rappaport,  Merger  Yields  Stronger  Trading  Opportunities, 
American  Metal  Market,  June  7,  1995,  at  10A. 


source  of  supply  and  financing  of  refined  copper.  Buy¬ 
ing  and  selling  copper  will  allow  the  company  to  diver¬ 
sify  the  types  of  metals  that  it  can  offer  to  its  clients  for 
financing,  consignment,  and  hedging.  As  a  result,  the 
company’s  customers  will  be  offered  an  additional 
product  from  a  bank  subsidiary  experienced  in  metals 
transactions  and  not  have  to  go  to  numerous  sources 
to  supply  their  metal  needs.  The  company  will  also  be 
strengthen  because  it  will  be  better  able  to  compete 
with  nonbank  metals  dealers  by  offering  a  wider  selec¬ 
tion  of  metals. 

Third,  the  type  of  risk  associated  with  buying  and  selling 
copper  is  similar  to  the  risks  the  company  currently  man¬ 
ages  in  its  dealings  with  GSP&R  The  company  anticipates 
that  its  copper  transactions  will  constitute  only  a  small 
percentage  of  the  overall  precious  metals  business  and 
primarily  be  customer-driven.  Because  copper  trading 
activities  are  functionally  equivalent  to  GSP&P  trading 
activities,  the  company  will  be  able  to  utilize  established 
precious  metals  policies  approved,  authorized,  and  regu¬ 
lated  by  the  OCC  in  accordance  with  BC-58. 

BC-58  sets  forth  general  safety  and  soundness  guide¬ 
lines  which  national  banks  should  implement  in  their 
conduct  of  coin  and  bullion  activities.  You  indicate  that 
the  company  follows  the  guidance  for  its  GSP&P  trans¬ 
actions,  and  will  do  so  with  copper  as  well.  It  will  subject 
the  copper  activities  to  the  same  general  credit,  lend¬ 
ing,  safekeeping,  accounting,  and  management  stand¬ 
ards  for  its  other  precious  metals  activities. 

The  risks  posed  by  engaging  in  financial  derivatives 
transactions  involving  copper  are  also  of  the  type  al¬ 
ready  assumed  by  national  banks  in  connection  with 
their  derivatives  activities  in  other  metals.  The  company 
current  engages  in  hedging  activities  involving  GSP&P 
for  its  customers.  Because  the  financial  derivative 
transactions  that  the  company  will  engage  in  with  cop¬ 
per  are  similar  to  the  financial  derivative  activities  in¬ 
volving  GSP&P,  the  company  will  be  able  to  utilize 
established  policies  developed  in  accordance  with 
OCC  Banking  Circular  277  (October  27,  1993). 

BC-277  provides  guidelines  for  banks  to  apply  in  con¬ 
ducting  their  financial  derivatives  activities  in  a  safe  and 
sound  manner.  The  guidelines  address  senior  manage¬ 
ment  and  board  oversight,  market  risk  management, 
credit  risk  management,  liquidity  risk  management, 
operations  and  systems  risk  management,  legal  is¬ 
sues,  and  capital  adequacy.  The  company  currently 
conducts  its  financial  derivative  activities  involving 
GSP&P  in  accordance  with  BC-277,  and  will  do  the 
same  with  copper. 

Although  the  trading  risks  associated  with  copper  and 
with  GSP&P  are  similar,  copper  is  different  from  GSP&P 
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in  two  ways.  Copper  is  handled  in  larger  quantities  than 
GSP&P,  and  its  prices  tend  to  be  more  volatile  than 
GSP&P  prices.  The  company  intends  to  adopt  several 
policies  and  practices  to  address  the  volatile  price 
issue.  It  will  establish  smaller  trading  limits  for  copper 
than  its  existing  precious  metals  trading  limits.  Invento¬ 
ries  of  copper  will  be  maintained  at  minimum  levels,  the 
company  retaining  only  enough  to  satisfy  normal  com¬ 
mercial  demand.  Hedging  transactions  involving  cop¬ 
per  will  be  balanced  in  terms  of  maturity  and  quantity. 
Options  related  to  copper  will  be  employed  only  to 
offset  commercial  demand.  And  finally,  the  company 
will  hire  an  experienced  copper  dealer  who  will  report 
regularly  to  management. 

Because  copper  is  normally  handled  in  larger  quanti¬ 
ties  than  GSP&P,  the  company’s  facilities  for  copper 
storage,  sale,  and  physical  delivery  will  be  larger  than 
those  required  for  GSP&P.  The  copper  will  be  stored  in 
COMEX-approved  warehouses  for  copper  that  meet 
the  company’s  security  requirements  for  precious  met¬ 
als.  It  will  also  be  transported  by  approved  armored 
transport  carriers. 

Based  on  the  above  stated  reasons,  buying  and  selling 
copper  is  part  of  or  incidental  to  the  business  of  bank¬ 
ing  authorized  in  12  U.S.C.  24(Seventh),  and  the  com¬ 
pany  may  buy  and  sell  copper  and  engage  in  financial 
derivatives  activity  involving  copper  in  accordance  with 
pertinent  safety  and  soundness  guidelines. 

Conclusion 

Based  on  the  foregoing,  it  is  my  opinion  that  buying  and 
selling  copper  and  conducting  financial  derivative  ac¬ 
tivities  are  encompassed  within  the  enumerated  author¬ 
ity  of  a  national  bank  in  12  U.S.C.  24(Seventh)  to  buy 
and  sell  coin  and  bullion,  and  that  such  activity  is  legally 
permissible  as  part  of  or  incidental  to  the  business  of 
banking.  Please  note  that  buying  and  selling  copper 
and  financial  derivatives  activity  with  regard  to  copper, 
as  described  above,  are  subject  to  the  principles  and 
guidelines  set  forth  in  Banking  Circulars  58  and  277. 

Julie  L.  Williams 
Chief  Counsel 

★  ★  ★ 


694  —  December  1995 


Dear  Sir/Madam: 

This  is  in  response  to  your  letter  of  September  14,  1995 
to  Dean  S.  Marriott,  Deputy  Comptroller,  Southwestern 
District,  requesting  approval  of  a  national  bank’s  non¬ 
controlling  minority  investment  in  a  Texas  limited  liability 
company  (“the  LLC”).  It  is  proposed  that  the  bank  will 
purchase  a  23.03  percent  voting  interest  in  the  LLC.  For 
the  reasons  given  below,  we  conclude  that  this  trans¬ 
action  is  legally  permissible  in  the  manner,  and  as 
described  herein. 

Description  of  the  Proposal 

According  to  your  letter,  which  was  supplemented  by 
further  correspondence  and  telephone  conversations 
with  OCC  representatives,  the  proposal  is  as  follows: 
The  LLC  was  established  as  an  operating  subsidiary  of 
a  federal  savings  bank  (“the  FSB”)  for  the  purpose  of 
engaging  in  transactions  involving  home  improvement 
loans  secured  by  second  liens  on  one-  to  four-family 
homes,  and  was  approved  under  12  CFR  545.81  by  the 
Office  of  Thrift  Supervision  on  August  10,  1995.  The 
bank  proposes  to  make  a  noncontrolling  (23.03  per¬ 
cent)  investment  in  the  LLC  in  order  to  provide  itself  with 
a  more  efficient  and  less  costly  means  of  packaging 
and  marketing  home  improvement  loans  within  its  own 
market.1  The  controlling  owner  of  the  LLC  is  the  FSB.2 
The  LLC  will  engage  in  the  purchase  of  home  improve¬ 
ment  loans  secured  by  second  liens  on  one-  to  four- 
family  homes.  The  LLC  will  resell  such  loans  in  the 
secondary  market.  The  LLC  will  retain,  whenever  pos¬ 
sible,  the  servicing  rights  of  any  home  improvement 
loans  it  sells  in  the  secondary  market. 

The  LLC  will  initially  be  managed  by  a  five-member 
board  of  managers  including  the  FSB’s  president,  the 
chairman  of  the  board  of  the  bank,  and  the  CEO  of  the 


'We  note  that  although  the  Texas  Constitution  prohibits  general-pur¬ 
pose  home  equity  loans,  it  permits  home  improvement  loans  secured 
by  second  liens  Therefore,  the  loans  which  the  LLC  will  originate  and 
sell  are  permissible  under  state  law. 

initially,  the  bank’s  acquisition  of  its  interest  in  the  LLC  was  to  be 
accomplished  by  purchasing  membership  interests  at  cost  from  the 
bank's  chairman  of  the  board,  who  had  previously  purchased  them 
from  the  FSB  However,  the  chairman  has  since  redeemed  his 
investment  in  the  LLC  and  the  bank  will  make  the  investment  directly 
with  the  LLC  pursuant  to  a  subscription  agreement  entered  into 
between  the  bank  and  the  LLC  dated  October  4,  1995  Under  this 
agreement,  the  bank  will  purchase  a  23  03  percent  voting  interest 
and  47.05  percent  non-voting  interest  in  the  LLC  for  a  sum  of 
$96,000  00,  plus  12  percent  per  annum  interest  from  the  date  of  the 
subscription  agreement  until  the  purchase  date  The  subscription 
agreement  also  provides  that  upon  the  bank's  purchase  of  its  interest 
in  the  LLC,  it  will  be  entitled  to  appoint  one  manager  to  the  LLC's 
board 


144  Quarterly  Journal,  Vol.  15,  Mo 


March  1996 


LLC.  The  FSB,  as  the  controlling  owner  of  the  LLC, 
appoints  a  majority  of  the  LLC's  board  of  managers. 
Members  holding  Class  A  interests  are  entitled  to  vote 
either  in  person  or  by  proxy  at  any  meeting.  Such 
member’s  percentage  voting  power  at  a  board  meeting 
is  in  proportion  to  the  percentage  interest.  Article  10, 
section  12.7,  Regulations  of  First  Consumer  Credit,  LLC 
(“Regulations,”  hereinafter  referred  to  as  “operating 
agreement”).  The  operating  agreement  also  provides 
that  action  may  be  taken  without  a  meeting  of  the  board 
of  managers  if  written  consent  is  obtained  from  all  man¬ 
agers  entitled  to  vote  at  a  meeting.  Article  10,  10.12. 

Under  Texas  law,  an  LLC  may  engage  in  any  lawful 
purpose  unless  a  more  limited  purpose  is  stated  in  its 
articles  of  organization.  See  Tex.  Rev.  Civ.  Stat.  Ann. 
Art.  2.01  (1994).  The  LLC’s  operating  agreement  pro¬ 
vides  that  it  may  transact  any  lawful  business  provided; 
however,  the  business  “shall  be  consistent  with  the 
permitted  business  activity  of  a  federal  savings  and 
loan  institution.”  Operating  Agreement,  Article  IV.  Un¬ 
der  Texas  law  and  the  operating  agreement,  LLC  mem¬ 
bers,  in  their  capacity  as  members  or  officers,  are  not 
liable  for  the  debts,  obligations  or  liabilities  of  the  LLC. 
See  Tex.  Rev.  Civ.  Stat.  Ann.  Art.  4.03  (1994)  and 
Operating  Agreement,  Article  XI,  11.1,  respectively. 

Legal  Analysis 

Your  letter  raises  the  issue  of  the  authority  of  a  national 
bank  to  make  a  non-controlling  minority  investment  in 
a  limited  liability  company.  In  a  variety  of  circumstances 
the  OCC  has  permitted  national  banks  to  own,  either 
directly,  or  indirectly  through  an  operating  subsidiary,  a 
minority  interest  in  an  enterprise.  The  enterprise  might 
be  a  limited  partnership,  a  corporation,  or  in  more 
recent  examples,  a  limited  liability  company.  In  a  recent 
interpretive  letter,  the  OCC  concluded  that  national 
banks  are  legally  permitted  to  make  a  minority  invest¬ 
ment  in  an  LLC  provided  four  criteria  or  standards  are 
met.  See  Interpretive  Letter  No.  692,  (November  1, 
1995).3  4  These  standards,  which  have  been  distilled 


3The  operating  agreement  provides  that  the  LLC  may  issue  two 
classes  of  ownership  interests,  Class  A  and  Class  B.  Class  B  interests 
are  non-voting.  Article  VI ,  6.2.  The  bank  will  purchase  a  23.03  percent 
voting  interest  and  a  47.05  percent  non-voting  interest  in  the  LLC 
The  operating  agreement  also  provides  that,  "[u]pon  the  obtaining  of 
independent  financing  to  replace  the  warehouse  financing  of  FSB, 
then  all  Class  B  Interests  shall  convert  to  Class  A  Interests."  Id.  at  6.2 
C.  The  operating  agreement  also  provides  that  upon  the  conversion 
of  the  Class  B  interests,  there  will  be  three,  rather  than  five  managers 

4ln  two  other  recent  letters,  the  OCC  has  permitted  national  banks  to 

make  non-controlling  investments  in  an  enterprise  other  than  an  LLC 
provided  the  investment  satisfies  these  four  standards  See  Letter  of 
Stephen  R.  Steinbrink,  Senior  Deputy  Comptroller,  Bank  Supervisions 
Operations  (November  15,  1995,  unpublished);  Letter  of  William  B 
Glidden,  Assistant  Director,  Bank  Activities  and  Structure  Division 
(October  25,  1995,  unpublished) 


from  our  previous  decisions  in  the  area  of  permissible 
minority  investments  for  national  banks  and  their  sub¬ 
sidiaries,  are; 

( 1 )  The  activities  of  the  entity  or  enterprise  in  which 
the  investment  is  made  must  be  limited  to  activi¬ 
ties  that  are  part  of,  or  incidental  to,  the  business 
of  banking; 

(2)  The  investing  bank  must  be  in  a  position  to 
prevent  the  enterprise  or  entity  from  engaging  in 
activities  that  do  not  meet  the  foregoing  standard; 

(3)  The  bank’s  loss  exposure  must  be  limited,  as 
a  legal  and  accounting  matter,  and  the  bank  must 
not  have  open-ended  liability  for  the  obligations 
of  the  enterprise;  and 

(4)  The  investment  must  be  convenient  or  useful 
to  the  bank  in  carrying  out  its  business  and  not  a 
mere  passive  investment  unrelated  to  that  bank’s 
banking  business. 

We  conclude,  as  discussed  below,  that  the  proposed 
investment  in  the  LLC  by  the  bank  satisfies  these  four 
criteria. 

1 .  The  activities  of  the  enterprise  in  which  the  invest¬ 
ment  is  made  must  be  limited  to  activities  that  are  part 
of,  or  incidental  to,  the  business  of  banking. 

National  banks  have  the  express  authority  under  12 
U.S.C.  24(Seventh)  to  make  loans.  Incidental  to  this 
authority,  national  banks  may  service  and  manage 
loans  and  assets.  National  banks  also  have  the  ability 
to  make,  arrange,  purchase  or  sell  loans  or  extensions 
of  credit  secured  by  liens  on  interests  in  real  estate 
under  12  U.S.C.  371.  Thus,  the  proposed  activities  of 
the  LLC,  the  purchase  of  home  improvement  loans 
secured  by  second  liens  on  one-  to  four-family  homes 
and  the  resale  of  such  loans  in  the  secondary  market, 
are  permissible  activities  for  national  banks.  Accord¬ 
ingly,  this  criterion  is  satisfied.5 

2.  The  bank  must  be  able  to  prevent  the  enterprise  from 
engaging  in  activities  that  do  not  meet  the  foregoing 
standard. 

This  is  an  obvious  corollary  to  the  first  standard.  It  is  not 
sufficient  that  the  LLC’s  activities  are  permissible  at  the 


Although  Article  IV  of  the  operating  agreement  provides  that  the 
business  of  the  LLC  "shall  be  consistent  with  the  permitted  business 
activity  of  a  federal  savings  and  loan  institution,"  bank  counsel  has 
affirmed  that  prior  to  the  bank's  investment  in  the  LLC,  the  operating 
agreement  will  be  amended  to  provide  that  the  LLC  will  engage  only 
in  activities  which  are  permissible  for  both  national  banks  and  federal 
savings  banks.  Letter  from  Billy  B  Hill,  Jr. ,  December  4,  1995 
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time  the  bank  initially  purchases  LLC  membership 
shares;  they  must  also  remain  permissible  for  as  long 
as  the  bank  retains  an  ownership  interest  in  the  LLC. 

Under  Texas  law,  an  LLC  may  engage  in  “any  lawful 
business  unless  a  more  limited  purpose  is  stated  in  its 
articles  of  organization  or  regulations.”  Tex.  Rev.  Civ. 
Stat.  Ann.  Art.  2.01  (1994).  The  operating  agreement 
provides  that  the  purpose  of  the  LLC  is; 

...  .to  transact  any  lawful  business  for  which  lim¬ 
ited  liability  companies  may  be  organized  under 
the  Act,  and  further  to  engage  in  any  other  busi¬ 
ness  or  activity  that  may  be  incidental,  proper, 
advisable  or  convenient  to  accomplish  the  fore¬ 
going  purpose  (including,  without  limitation,  ob¬ 
taining  financing  therefor)  and  that  it  is  not 
forbidden  by  the  law  of  the  jurisdiction  in  which 
the  Company  engages  in  that  business;  provided, 
however,  the  business  of  the  Company  shall  be 
consistent  with  the  permitted  business  activity  of 
a  federal  savings  and  loan  institution. 

Article  IV,  Operating  Agreement. 

The  operating  agreement  thus  makes  clear  that  the  LLC 
is  limited  to  engaging  in  activities  that  are  permissible 
for  federal  thrifts.  In  addition,  the  FSB,  a  federal  thrift,  is 
the  controlling  owner  of  the  LLC.  However,  bank  coun¬ 
sel  has  confirmed  in  writing  that  the  operating  agree¬ 
ment  will  be  amended  to  state  that  the  LLC  will  only 
engage  in  activities  that  are  permissible  for  both  na¬ 
tional  banks  and  federal  savings  banks,  and  that  the 
bank  will  withdraw  from  the  LLC  in  the  event  it  engages 
in  activities  that  are  impermissible  for  national  banks. 
See  Letter  from  Billy  B.  Hill,  Jr.,  December  4,  1995. 
Accordingly,  this  standard  will  be  satisfied  upon  the 
amendment  of  the  operating  agreement. 


3.  The  bank's  loss  exposure  must  be  limited,  as  a  legal 
and  accounting  matter,  and  the  bank  must  not  have 
open-ended  liability  for  the  obligations  of  the  enter¬ 
prise. 

A  primary  concern  of  the  OCC  is  that  national  banks 
should  not  be  subjected  to  undue  risk.  Where  an  invest¬ 
ing  bank  will  not  control  the  operations  of  the  entity  in 
which  the  bank  holds  an  interest,  it  is  important  that  a 
bank’s  investment  not  expose  it  to  unlimited  liability. 
Such  is  the  case  here.  As  a  legal  matter,  investors  in  a 
Texas  LLC  will  not  incur  liability  with  respect  to  the 
abilities  or  obligations  of  the  LLC  solely  by  reason  of 
being  a  member  or  manager  of  the  LLC  —  even  if  they 
should  actively  participate  in  the  management  or  con¬ 
trol  of  the  business  Tex  Rev.  Civ.  Stat.  Ann.  Art.  4.03 
( 1 994)  This  limited  liability  feature  is  what  differentiates 


LLCs  both  from  general  partnerships,  where  all  part¬ 
ners  are  generally  liable  for  the  debts  of  the  partnership, 
and  from  limited  partnerships,  which  must  have  at  least 
one  general  partner  who  is  personally  liable  for  the 
obligations  of  the  partnership.6 

In  addition,  the  operating  agreement  states: 

.  .  .No  Member  (including  any  Member  who  is  an 
officer)  shall  be  liable  for  the  debts,  obligations  or 
liabilities  of  the  Company,  including  under  a  judg¬ 
ment  decree  or  order  of  a  court. 

Article  XI,  section  11.1,  Operating  Agreement 

Thus,  the  bank’s  loss  exposure  for  the  LLC’s  liabilities 
is  limited  both  by  statute  and  the  operating  agreement. 

Moreover,  the  OCC’s  chief  accountant  has  advised  that 
generally,  the  appropriate  accounting  treatment  for  a 
bank’s  20  percent  to  50  percent  ownership  share  or 
investment  in  an  LLC  is  to  report  it  as  an  unconsolidated 
entity  under  the  equity  method  of  accounting.  Under 
this  method,  unless  the  bank  has  extended  a  loan  to 
the  entity,  guaranteed  any  of  its  liabilities  or  has  other 
financial  obligations  to  the  entity,  losses  are  generally 
limited  to  the  amount  of  the  investment  shown  on  the 
investor’s  books.  See  generally,  Accounting  Principles 
Board,  Op.  18,  section  19  (1971)  (equity  method  of 
accounting  for  investments  in  common  stock).  As  pro¬ 
posed,  the  bank  will  not  own  more  than  50  percent  of 
the  LLC. 

Consequently,  the  bank  will  not  have  open-ended  liabil¬ 
ity  for  the  liabilities  of  the  LLC. 

4.  The  investment  must  be  convenient  or  useful  to  the 
bank  in  carrying  out  its  business  and  not  a  mere  passive 
investment  unrelated  to  that  bank’s  banking  business. 

A  national  bank’s  investment  in  an  enterprise  or  entity 
that  is  not  an  operating  subsidiary  of  the  bank  must  also 
satisfy  the  requirement  that  the  investment  have  a 
beneficial  connection  to  the  bank’s  business,  i.e. ,  be 
convenient  or  useful  to  the  investing  bank's  business 
activities,  and  not  constitute  a  mere  passive  investment 
unrelated  to  that  bank’s  banking  business.7 


The  necessity  for  at  least  one  general  partner  reflects  a  policy  that 
someone  have  personal  liability.  See  section  1  fothe  Uniform  Limited 
Partnership  act  However,  this  is  frequently  circumvented  in  states 
where  a  corporation  (with  limited  liability  under  state  corporate  laws) 
can  be  the  general  partner 

Twelve  USC  24(Seventh)  provides  that  a  national  bank  may  exer¬ 
cise  "all  such  incidental  powers  as  shall  be  necessary  to  carry  on  the 
business  of  banking  "  The  term  "necessary"  in  section  24(Seventh) 
has  been  judicially  construed  to  mean  "convenient  or  useful "  Arnold 
Tours,  Inc  v  Camp,  472  F  2d  427,  432  (1st  Cir  1972) 
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The  bank’s  participation  in  the  LLC  will  benefit  both  the 
bank  and  its  customers.  The  LLC  will  purchase  and  sell 
indirect,  third-party,  home  improvement  loan  receiv¬ 
ables  originated  by  independent  contractors  and  other 
dealers  in  such  commercial  paper.  The  LLC  will  pur¬ 
chase  home  improvement  loans  secured  by  second 
liens  on  one-  to  four-family  homes  and  then  resell  such 
loans  in  the  secondary  market.  Although  the  bank  has 
engaged  in  the  business  of  making  home  improvement 
loans  and  these  loans  have  been  profitable  for  the  bank 
and  beneficial  to  its  customers  over  the  years,  the 
bank’s  investment  in  the  LLC  will  result  in  reduced  costs 
to  the  bank.  The  LLC  will  provide  a  more  efficient  and 
less  costly  means  of  making,  packaging  and  selling 
home  improvement  loans  within  the  bank’s  own  market. 
The  bank  has  represented  that  it  would  be  very  cost 
prohibitive  for  it  to  hire  the  quality  of  personnel  that  the 
LLC  will  need  and  that  the  investment  in  fixed  assets 
and  additional  computers  required  by  the  LLC  would 
have  a  negative  impact  on  the  bank’s  strategic  plan  to 
lower  overhead  costs.  Although  the  LLC  “will  not  be 
engaging  in  business  that  [the  bank]  could  not  do  on 
its  own,  due  to  the  anticipated  volume  and  economies 
of  scale,  [the  LLC]  should  be  able  to  operate  at  a  lower 
per  loan  cost.  [The  bank’s]  ability  to  invest  in  [the  LLC] 
will  allow  [the  bank]  to  participate  in  the  profits  without 
being  burdened  with  additional  overhead  costs.”  Letter 
of  president  and  CEO  of  the  bank,  September  28, 1 995. 

In  addition,  you  have  represented  that  the  LLC  will  be 
willing  to  purchase  home  improvement  loans  from  con¬ 
tractors  and  dealers  who  have  only  a  small  volume  of 
loans  to  sell  at  any  one  time  and  that  the  LLC  will  be 
able  to  purchase  loans  that  larger  organizations  are 
unable  or  unwilling  to  purchase.  Consequently,  the 
bank  believes  that  its  investment  in  the  LLC  will  enable 
it  to  succeed  in  an  underserved  portion  of  the  market¬ 
place.  Thus,  the  bank,  its  customers  and  the  commu¬ 
nities  it  serves  will  receive  direct  benefits  from  the  LLC 
relationship.  In  short,  we  find  the  proposed  investment 
is  convenient  and  useful  to  the  bank  in  conducting  its 
banking  business. 

Conclusion 

In  sum,  the  bank  may  proceed  with  its  proposed  minor¬ 
ity  investment  in  the  LLC  in  the  manner,  and  as  de¬ 
scribed  herein. 

Kristina  Whittaker 
Assistant  Director 

Bank  Activities  and  Structure  Division 

★  *  ★ 


695  —  December  1995 

Steven  Alan  Bennett,  Esq. 

Senior  Vice  President  and  General  Counsel 
Banc  One  Corporation 
100  East  Broad  Street 
Columbus,  Ohio  43271-0158 

Re:  Authority  of  a  National  Bank  to  Conduct  Fiduciary 
Activities  on  a  Nationwide  Basis  through  Trust 
Offices  in  Various  States 

Dear  Mr.  Bennett: 

This  is  in  reply  to  your  letter  of  August  28,  1995, 
requesting  the  opinion  of  the  Office  of  the  Comptroller 
of  the  Currency  (OCC)  on  your  position  that  12  U.S.C. 
92a  authorizes  a  national  bank  that  has  been  granted 
fiduciary  powers  to  conduct  fiduciary  activities 
through  limited  purpose  trust  offices  in  multiple  states, 
on  a  parity  with  the  state-chartered  institutions  in  each 
state.  You  also  ask  our  views  on  the  manner  in  which 
the  requirement  for  the  deposit  of  securities  in  12 
U.S.C.  92a(f)  would  apply  to  such  a  national  bank. 

As  set  out  below,  in  our  opinion  section  92a  authorizes 
a  national  bank  that  has  been  granted  fiduciary  powers 
to  exercise  those  powers  in  any  state,  provided  that 
within  each  state,  the  state  may  bar  the  exercise  of  such 
fiduciary  powers  as  the  state  also  does  not  allow  for  its 
own  state-chartered  institutions.  In  essence,  with  re¬ 
spect  to  national  bank  fiduciary  powers  in  a  given  state, 
we  believe  section  92a  applies  the  same  standards  to 
all  national  banks,  both  those  headquartered  in  that 
state  and  those  that  are  “out-of-state  banks”  with  re¬ 
spect  to  that  state.  Hence,  we  are  in  general  agreement 
with  your  conclusion  regarding  the  scope  of  section 
92a(a)  &  92a(b).  We  also  agree  with  your  view  that,  for 
a  national  bank  administering  trust  assets  at  offices  in 
more  that  one  state,  the  securities  deposit  requirements 
of  section  92a(f)  apply  on  a  state-by-state  basis,  i.e., 
for  each  state,  only  on  the  basis  of  those  trust  assets 
the  bank  administers  from  offices  in  that  state. 

Background 

The  Proposal 

Banc  One  Corporation  (“the  company”)  is  a  registered, 
multi-bank  holding  company  headquartered  in  Colum¬ 
bus,  Ohio,  that  has  a  total  of  65  bank  subsidiaries  in  1 1 
states.  Currently,  the  company  conducts  fiduciary  busi¬ 
ness  in  these  states  through  two  limited  purpose  trust 
companies  and  the  trust  departments  of  several  of  the 
company’s  banks.  The  company  wishes  to  combine  all 
its  fiduciary  business  in  one  entity.  The  present  struc¬ 
ture  prevents  the  company  from  taking  full  advantage 
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of  economies  of  scale  and  creates  obstacles  to  central¬ 
ized  management  and  administration.  You  also  believe 
you  could  serve  customers  better  as  one  integrated 
fiduciary  operation.  You  propose  consolidating  all  of 
your  fiduciary  activities  nationwide  under  a  single  na¬ 
tional  bank  charter  (the  “trust  bank”).  The  trust  bank 
may  be  one  of  the  company’s  existing  national  banks, 
or  you  may  organize  a  new  bank  for  that  purpose.  You 
propose  initially  to  seek  approval  to  conduct  fiduciary 
business  and  operate  trust  offices  in  each  of  the  1 1 
states  in  which  the  company  currently  has  one  or  more 
bank  subsidiaries  and  conducts  fiduciary  business: 
Arizona,  Colorado,  Illinois,  Indiana,  Kentucky,  Ohio, 
Oklahoma,  Texas,  Utah,  West  Virginia,  and  Wisconsin. 
You  also  contemplate  seeking  approval  to  conduct 
fiduciary  business  and  operate  trust  offices  in  Louisiana 
and  New  York.  In  the  future,  trust  bank  may  also  seek 
approval  for  operations  in  other  states. 

You  relate  that  many  states  —  including  several  of  the 
states  in  which  the  proposed  trust  bank  would  have 
trust  offices  —  have  statutes  that  would  prohibit,  limit, 
or  condition  certain  national  banks  (namely,  national 
banks  headquartered  in  other  states)  from  conducting 
fiduciary  business  in  their  states,  either  in  general  or 
with  respect  to  various  specific  kinds  of  fiduciary  ap¬ 
pointments.  You  also  state  that  some  states  require  that 
a  national  bank  seeking  to  conduct  fiduciary  business 
or  accept  fiduciary  appointments  in  those  states  first 
register  or  make  filing  with,  or  obtain  the  approval  or 
certification  of,  state  officials.  And  the  laws  of  some 
states  at  least  appear  to  require  that  an  out-of-state 
national  bank  qualify  to  do  business  as  a  foreign  cor¬ 
poration  before  conducting  fiduciary  business  there. 

You  request  the  OCC’s  confirmation  of  vour  views  on  the 
following  positions:  (1)  A  national  bank  may  conduct 
fiduciary  business  and  have  trust  offices  in  more  than  one 
state  under  12  U.S.C.  92a;  and  such  offices,  if  limited  to 
fiduciary  services,  are  not  covered  by  the  McFadden  Act. 
(2)  Section  92a  authorizes  a  national  bank,  including  an 
out-of-state  national  bank,  to  conduct  fiduciary  business 
in  a  state  on  a  parity  with  that  state's  own  state-chartered 
institutions.  (3)  Section  92a  preempts  any  state  laws  that 
deny  or  restrict  the  right  of  national  banks  to  conduct 
fiduciary  business  on  this  basis,  and  national  banks’ 
exercise  of  fiduciary  powers  under  section  92a  is  not 
subject  to  state  approval  requirements.  And  (4)  any  se¬ 
curities  deposit  a  national  bank  must  make  in  any  state 
under  section  92a(f)  is  based  on  the  trust  assets  the  bank 
administers  from  offices  in  that  state,  and  not  on  the  bank’s 
total  trust  assets  nationwide. 

Statutes 

The  basic  authority  for  national  banks  to  exercise  fiduciary 
powers  is  contained  in  12  U.S.C  92a(a)  and  92a(b): 


(a)  Authority  of  Comptroller  of  the  Currency 

The  Comptroller  of  the  Currency  shall  be  author¬ 
ized  and  empowered  to  grant  by  special  permit 
to  national  banks  applying  therefor,  when  not  in 
contravention  of  state  or  local  law,  the  right  to  act 
as  trustee,  executor,  administrator,  registrar  of 
stocks  and  bonds,  guardian  of  estates,  assignee, 
receiver,  committee  of  estates  of  lunatics,  or  in  any 
other  fiduciary  capacity  in  which  state  banks,  trust 
companies,  or  other  corporations  which  come 
into  competition  with  national  banks  are  permitted 
to  act  under  the  laws  of  the  state  in  which  the 
national  bank  is  located. 

(b)  Grant  and  exercise  of  powers  deemed  not  in 
contravention  of  state  or  local  law 

Whenever  the  laws  of  such  state  authorize  or 
permit  the  exercise  of  any  or  all  of  the  foregoing 
powers  by  state  banks,  trust  companies,  or  other 
corporations  which  compete  with  national  banks, 
the  granting  to  and  the  exercise  of  such  powers 
by  national  banks  shall  not  be  deemed  to  be  in 
contravention  of  state  or  local  law  within  the  mean¬ 
ing  of  this  section. 

12  U.S.C.  92a(a)  and  92a(b).  As  discussed  in  Part  ll-B 
below,  in  subsection  (a),  by  the  clause  “when  not  in 
contravention  of  state  or  local  law,”  Congress  has 
conditioned  the  grant  of  fiduciary  powers  to  national 
banks.  In  our  discussion,  this  clause  is  referred  to  as 
the  “state  law  condition.”  Then,  in  subsection  (b) 
Congress  has  limited  the  state  law  condition  in  the 
manner  set  out. 

Section  92a  also  imposes  a  number  of  administrative 
requirements.  Among  them  is: 

Whenever  the  laws  of  a  state  require  corporations 
acting  in  a  fiduciary  capacity  to  deposit  securities 
with  the  state  authorities  for  the  protection  of  private 
or  court  trusts,  national  banks  so  acting  shall  be 
required  to  make  similar  deposits  and  securities  so 
deposited  shall  be  held  for  the  protection  of  private 
or  court  trusts,  as  provided  by  the  state  law. 

12  U.S.C.  92a(f)(first  sentence). 

Discussion 

/.  Authority  for  a  National  Bank  to  Exercise  Fiduci¬ 
ary  Powers  in  Different  States. 

A  Federal  law  does  not  place  geographic  limits  on 
where  a  national  bank  may  offer  fiduciary  services  or 
have  trust  offices. 
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Section  92a  does  not  contain  any  language  that  limits 
where  a  national  bank  may  conduct  its  fiduciary  busi¬ 
ness.  (For  some  states,  the  state  law  condition  may 
have  the  effect  of  creating  a  geographic  limit.  That  is 
discussed  in  section  B  below.  Here  we  are  considering 
whether  the  fiduciary  power  as  granted  by  federal  law 
is  itself  geographically  limited).  That  is,  if  a  national 
bank  is  authorized  under  section  92a  to  act  in  any  or  all 
of  the  listed  fiduciary  capacities,  there  is  nothing  in 
section  92a  that  imposes  any  limitations  on  the  places 
where,  or  the  customers  for  whom,  the  bank  may  so 
act.1  If  there  is  a  federally  imposed  geographic  limit  on 
national  banks’  fiduciary  powers  it  must  lie  elsewhere. 

The  only  provision  in  the  national  banking  laws  that 
arguably  could  impose  a  geographic  limit  is  the 
McFadden  Act,  12  U.S.C.  36.  The  McFadden  Act  limits 
where  national  banks  may  have  branches.  However,  in 
order  to  be  a  branch  and  so  subject  to  the  McFadden 
Act,  a  bank  facility  must,  among  other  things,  be  a 
branch  as  defined  in  12  U.S.C.  36(j):  it  must  perform  at 
least  one  of  the  core  banking  functions  of  receiving 
deposits,  paying  checks,  or  lending  money.  The  loca¬ 
tional  limitations  of  12  U.S.C.  36  and  81  are  not  in¬ 
tended  to  reach  all  activities  in  which  national  banks  are 
authorized  to  engage,  but  only  core  banking  functions. 
See  Clarke  v.  Securities  Industry  Association,  479  U.S. 
388  (1987).  Fiduciary  activities  under  section  92a  are 
not  such  core  banking  functions.  Indeed,  the  treatment 
of  the  trust  function  in  section  92a  as  something  segre¬ 
gated  from  the  “commercial  side”  of  the  bank  reflects 
this.  Thus,  a  national  bank  office  that  provided  only 
fiduciary  services  would  not  be  subject  to  geographic 
limitations  under  the  McFadden  Act.  OCC  staff  have 
consistently  taken  this  position.  See,  e.g.,  Letter  from 
William  B.  Glidden,  Assistant  Director  (January  28, 
1992)  (unpublished);  Letter  from  James  M.  Kane,  Dis¬ 
trict  Counsel  (June  5,  1990)  (unpublished). 

One  court  reached  the  opposite  result  and  found  that 
a  trust  office  was  subject  to  the  McFadden  Act.  See  St. 
Louis  County  National  Bank  v.  Mercantile  Trust  Com¬ 
pany  N.A.,  548  F.2d  716  (8th  Cir.  1976),  cert,  denied , 
433  U.S.  909  (1977).  The  court  based  this  conclusion 
on  the  position  that  what  could  be  a  branch  for  McFad¬ 
den  Act  purposes  was  not  limited  to  offices  performing 
the  functions  in  section  36(j)  but  could  include  other 
functions.  We  believe  this  analysis  has  been  super¬ 
seded  by  the  Supreme  Court's  decision  in  Clarke  v.  SIA, 


1 1ndeed,  in  1921  the  Federal  Reserve  Board  opined  that  a  national 
bank  with  fiduciary  powers  could  exercise  those  powers  in  other 
states  See  7  Fed  Res.  Bull.  816  (1921)  (state  law  aspects  of  this 
opinion  are  discussed  further  at  note  12  below).  See  also  In  re: 
Armijo's  Will  57  N  M  649,261  P.2d  833,  838-40  (1953)  (national  bank 
from  Illinois  may  be  appointed  ancillary  administrator  of  estate  in  New 

Mexico). 


emphasizing  the  centrality  of  the  core  banking  func¬ 
tions  in  the  definition  of  branch  under  section  36(j). 
Similarly,  another  earlier  case  that  ruled  a  national  bank 
from  Missouri  could  not  have  a  trust  office  in  Illinois 
because  the  office  would  be  a  branch  and  therefore 
impermissible  under  the  McFadden  Act  is  also  super¬ 
seded.  See  Boatmen’s  National  Bank  of  St.  Louis  v. 
Hughes,  385  III.  431, 53  N.E.2d  403  (1944). 

Therefore,  just  as  with  the  securities  brokerage  powers 
at  issue  in  Clarke  v.  SIA,  there  is  no  inherent  geographic 
limitation  to  the  fiduciary  powers  granted  by  federal  law 
under  section  92a.  Accordingly,  solely  as  a  matter  of 
federal  law  without  regard  to  the  state  law  condition,  a 
national  bank  (such  as  the  proposed  trust  bank)  with  its 
main  office  in  one  state  may  offer  fiduciary  services  to 
customers  anywhere,  including  at  trust  offices  in  other 
states. 

B.  The  states  have  only  a  limited  authority  to  restrict  the 
geographic  scope  of  national  banks’  fiduciary  powers: 
a  state  may  prevent  national  banks  from  offering  fidu¬ 
ciary  services  In  the  state  only  if  it  also  does  not  permit 
Its  own  state  institutions  to  offer  those  fiduciary  serv¬ 
ices. 

Thus,  a  national  bank  with  fiduciary  powers  is  author¬ 
ized  to  offer  those  services  without  geographic  limit, 
both  in  the  state  of  its  main  office  and  in  other  states. 
You  point  out  that  many  states  have  laws  prohibiting  or 
restricting  out-of-state  fiduciaries,  including  out-of- 
state  national  banks,  from  providing  fiduciary  services 
or  having  trust  offices  within  their  state.  You  ask  whether 
those  laws  would  apply  to  prohibit  an  out-of-state  na¬ 
tional  bank  from  offering  fiduciary  services  in  such  a 
state  or  whether  the  national  bank  may  offer  such 
services,  and  have  trust  offices,  under  section  92a. 

This  question  hinges  upon  the  scope  and  effect  of  the 
state  law  condition  in  section  92a  (the  clause,  “when 
not  in  contravention  of  state  or  local  law”).  In  this  clause, 
Congress  has  conditioned  national  banks’  exercise  of 
fiduciary  powers  on  state  law,  thereby  giving  the  states 
a  power  to  limit  national  banks  that  the  states  would  not 
otherwise  have.2  It  might  be  argued  that  this  provision 


2  If  Congress  has  authorized  national  banks  to  engage  in  a  certain 
activity,  it  is  axiomatic  that  the  states  may  not  prohibit  or  reduce  that 
power  See.  e  g.,  Farmers  &  Mechanics'  National  Bank  v  bearing. 
91  U.S.  29,  33-34  (1875);  Davis  v.  Elmira  Savings  Bank.  161  U  S  275, 
283  (1896);  First  National  Bank  of  Eastern  Arkansas  v  Taylor.  907 
F.2d  775,  778  (8th  Cir  ),  cert,  denied,  498  U.S  972  (1990),  Bank  of 
America  National  Trust  &  Savings  Ass'n  v.  Lima.  103  F  Supp  916, 
91 7-18  (D  Mass  1952);  Indiana  National  Bank  v  Roberts.  326So  2d 
802,  803  (miss  1976).  See  generally  Decision  on  the  Applications  of 
Bank  Midwest  of  Kansas,  N  A  and  Bank  Midwest.  N  A  (OCC  Cor¬ 
porate  Decision  No  95-05,  February  16,  1995),  reprinted  in  Fed 
Banking  L.  Rep.  (CCH)  H  90,474  (Part  lll-A) 
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allows  a  state  to  prohibit  or  limit  out-of-state  national 
banks  from  exercising  fiduciary  powers  in  that  state. 
However,  as  set  forth  below,  the  statutory  language, 
legislative  history,  and  circumstances  surrounding  the 
adoption  of  the  language  make  it  absolutely  clear  that, 
if  a  state  permits  its  own  state  institutions  to  exercise 
certain  fiduciary  powers,  then  national  banks  are 
authorized  to  exercise  those  fiduciary  powers  in  that 
state,  and  the  state  may  not  limit  them.  Section  92a 
does  not  limit  the  application  of  this  principle  only  to 
national  banks  whose  main  office  is  in  the  state  in 
question.  We  discern  no  basis  in  the  statutory  language 
to  apply  section  92a  in  a  different  manner  to  a  national 
bank’s  proposed  trust  office  or  other  proposed  fiduciary 
business  in  a  state  depending  upon  whether  the  na¬ 
tional  bank  also  has  its  main  office  in  that  state  or  not. 

Thus,  the  effect  of  section  92a  is  that  in  any  specific 
state,  the  availability  of  fiduciary  powers  is  the  same  for 
out-of-state  national  banks  or  for  in-state  national  banks 
and  is  dependent  upon  what  the  state  permits  for  its 
own  state  institutions.  A  state  may  limit  national  banks 
from  exercising  any  or  all  fiduciary  powers  in  that  state, 
but  only  if  it  also  bars  its  own  institutions  from  exercising 
the  same  powers.  Therefore,  a  national  bank  with  its 
main  office  in  one  state  (such  as  the  proposed  trust 
bank)  may  conduct  fiduciary  business  in  that  state  and 
other  states,  depending  upon  —  with  respect  to  each 
state  —  whether  each  state  allows  its  own  institutions 
to  engage  in  fiduciary  business. 

1.  The  language,  legislative  history,  and  statutory 
development  of  section  92a  show  how  the  state 
law  condition  is  limited. 

As  originally  enacted  in  1913,  the  state  law  condition 
was  apparently  unlimited  in  scope.  But  in  1918  Con¬ 
gress  added  the  second  paragraph  (now  codified  at 
section  92a(b))  with  the  express  intention  of  specifically 
limiting  it.  Whenever  a  state  permits  its  state  institutions 
to  exercise  fiduciary  powers,  then  by  the  rule  of  law  set 
out  in  section  92a(b),  the  exercise  of  fiduciary  powers 
by  national  banks  shall  not  be  deemed  in  contravention 
of  state  or  local  law  and  therefore  automatically  meets 
the  state  law  condition  for  the  exercise  of  powers.  Any 
other  laws  of  the  state  that  would  prevent  national  banks 
from  exercising  those  powers  therefore  conflict  with 
section  92a  and  are  preempted.  Burnes  National  Bank 
v.  Duncan,  265  U.S.  17  (1924). 

National  banks  were  first  authorized  to  engage  in  fidu¬ 
ciary  activities  in  1913.  Congress  included  this  power 
m  section  1 1  (k)  of  the  Federal  Reserve  Act.  See  Act  of 
December  23,  1913,  Pub  L.  No.  63-43,  11(k),  38  Stat. 
251  262  (1913)  At  the  time,  administration  of  this 
provision  was  placed  with  the  Federal  Reserve  Board, 
rather  than  the  OCC  This  original  version  of  section  92a 


was  very  short.  As  originally  enacted,  section  1 1  (k) 
simply  empowered  the  Federal  Reserve  Board: 

To  grant  by  special  permit  to  national  banks  ap¬ 
plying  therefor,  when  not  contravention  of  state  or 
local  law,  the  right  to  act  as  trustee,  executor, 
administrator,  or  registrar  of  stocks  and  bonds 
under  such  rules  and  regulations  as  the  said 
board  may  prescribe. 

Congress  included  this  provision  to  enhance  national 
banks’  power  to  compete  with  state-chartered  institu¬ 
tions  which,  “by  reason  of  their  broader  functions,  had 
shown  ability  to  cut  into  the  fields  presumably  appro¬ 
priated  to  the  national  banks.”  H.  Parker  Willis  &  William 
H.  Steiner,  Federal  Reserve  Banking  Practice  680 
(1926).  See  also  51  Cong.  Rec.  883-84  (1913). 

This  original  version  contained  the  basic  state  law 
condition  (“when  not  in  contravention  of  state  or  local 
law”).  It  also  listed  four,  and  only  four,  specific  fiduciary 
capacities  in  which  national  banks  could  act.  We  have 
found  no  legislative  history  in  1913  explaining  the  pur¬ 
pose  of  the  state  law  condition,  but  in  light  of  sub¬ 
sequent  developments,  its  purpose  clearly  was  to  limit 
the  newly  granted  fiduciary  powers  to  national  banks  in 
states  where  state  institutions  had  fiduciary  powers. 
That  is,  without  the  state  law  condition,  the  statute  would 
have  been  a  simple,  absolute  grant  of  the  power  to  act 
in  the  four  listed  fiduciary  capacities,  and  national 
banks  in  any  and  every  state  would  have  had  that 
power,  even  in  a  state  that  did  not  permit  its  own  state 
banks,  trust  companies  or  other  corporations  to  engage 
in  any  or  all  of  the  four  activities.  If  granted  in  this 
absolute  manner,  it  would  have  been  like  the  power  of 
a  national  bank  to  engage  in  any  of  its  other  federally 
authorized  powers:  the  federal  power  cannot  be  pro¬ 
hibited  or  curtailed  by  the  states.  See  note  2  above. 

The  1913  statute  was  immediately  controversial  in 
some  states.  In  a  case  arising  in  Michigan,  the  Supreme 
Court  upheld  the  constitutionality  of  section  1 1(k).  First 
National  Bank  of  Bay  City  v.  Fellows ,  244  U.S.  416 
(1917).  A  national  bank  in  Michigan  had  obtained  fidu¬ 
ciary  powers  from  the  Federal  Reserve  Board,  but  five 
state  trust  companies  brought  action  in  state  court  to 
question  the  right  of  the  national  bank  to  act  as  trustee, 
executor,  administrator,  and  registrar  of  stocks  and 
bonds.  The  Michigan  Supreme  Court  held,  first,  that  it 
was  not  in  contravention  of  state  law  for  a  national  bank 
to  be  granted  such  powers,  because  Michigan  law 
allowed  foreign  corporations  to  act  as  fiduciaries  in 
Michigan,  but  second  that  section  1 1  (k)  was  invalid 
under  the  U.S.  Constitution  because  Congress  did  not 
possess  the  power  to  convey  fiduciary  powers  on  any 
corporation  including  national  banks.  See  Fellows  v 
First  National  Bank  of  Bay  City,  1 92  Mich .  640,  1 50  N  W 
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335  (1916).  Trusts,  estates,  and  other  fiduciary  affairs 
were  particularly  matters  of  local  concern  and  thus 
were  exclusively  reserved  for  the  states. 

The  United  States  Supreme  Court  reversed  the  result 
and  upheld  the  constitutionality  of  section  1 1(k).  Under 
the  analysis  first  set  forth  in  McCulloch  v.  Maryland ,  17 
U.S.  (4  Wheat.)  316  (1819)  and  Osborn  v.  Bank  of  the 
United  States,  22  U.S.  (9  Wheat.)  738  (1824),  Congress 
has  the  implied  power  to  charter  national  banks  as  a 
means  to  carry  out  any  of  the  enumerated  powers  of 
the  federal  government,  and  this  includes  the  power  to 
grant  national  banks  the  authority  to  engage  in  purely 
private  functions  if  Congress  judges  the  possession  of 
such  functions  meet  for  making  the  bank  successful 
and  so  able  to  carry  out  its  public  functions.  Fellows, 
244  U.S.  at  418-20.  And,  in  the  Court’s  analysis,  it  was 
in  the  discretion  of  Congress  to  determine  what  private 
powers  should  be  given  to  national  banks,  and  so  the 
grant  of  fiduciary  powers  in  section  1 1  (k)  was  lawful. 
Fellows,  244  U.S.  at  424. 

Moreover,  the  Court  also  offered  an  additional,  narrower 
analysis  for  Congress’s  authority  which  later  became  the 
basis  for  the  1918  amendments  to  section  1 1(k).  Even  if 
Congress’s  discretion  to  add  additional  powers  to  national 
banks  is  not  unlimited  and  can  include  only  certain  pow¬ 
ers,  it  must  include  the  power  to  grant  to  national  banks 
whatever  powers  a  state  has  conferred  on  state  banks 
and  state  corporations  that  compete  with  national  banks. 
By  granting  a  power  to  such  competing  state  institutions, 
the  state  has  rendered  that  power  one  reasonably  needed 
for  the  successful  operation  of  a  national  bank,  and  so 
Congress  can  convey  it  to  national  banks.  Fellows,  244 
U.S.  at  425-26.  Section  1 1  (k)  met  this  circumstance  be¬ 
cause  it  granted  the  fiduciary  powers  only  when  not  in 
contravention  of  state  law,  and  so  it  was  clearly  within 
Congress’s  lawful  powers.  The  Courts  summation  of  this 
point  became  the  basis  for  the  critical  1918  amendments: 

[Section  1 1  (k)]  authorizes  the  exertion  of  the  par¬ 
ticular  functions  by  national  banks  when  not  in 
contravention  of  the  state  law,  that  is,  where  the 
right  to  perform  them  is  expressly  given  by  the 
state  law  or  what  is  equivalent  is  deducible  from 
the  state  law  because  that  law  has  given  the 
functions  to  state  banks  or  corporations  whose 
business  in  a  greater  or  less  degree  rivals  that  of 
national  banks,  thus  engendering  from  the  state 
law  itself  an  implication  of  authority  in  Congress 
to  do  as  to  national  banks  that  which  the  state  law 
has  done  as  to  other  corporations  .... 

244  U.S.  at  426. 

In  Fellows  the  Court  held  that  Congress  could  grant 
fiduciary  powers  to  national  banks.  However,  although 


its  reasoning  also  virtually  declared  that  a  state  could 
not  prohibit  a  national  bank  from  exercising  fiduciary 
powers  if  the  state  allowed  state  institutions  to  do  so, 
the  case  did  not  directly  reach  that  issue,  since  Michi¬ 
gan’s  law  did  not  raise  it.  Michigan  law  both  permitted 
Michigan  corporations  to  act  in  fiduciary  capacities  and 
did  not  prohibit  other  corporations  from  also  so  acting. 
Thus,  this  situation  met  the  Court’s  narrower  test  for 
when  Congress  would  have  the  power  to  grant  national 
banks  fiduciary  powers  (i.e.,  if  the  state  granted  them 
to  competing  state  institutions),  but  it  did  not  raise  the 
question  whether,  under  the  authority  of  the  ‘when  not 
in  contravention”  clause,  the  same  state  could  also  ban 
national  banks  from  exercising  those  powers. 

In  1917,  shortly  after  Fellows,  this  issue  was  addressed 
in  an  opinion  of  the  United  States  Attorney  General.  The 
question  was  asked  whether  national  banks  located  in 
New  York  could  act  as  trustee,  executor,  and  adminis¬ 
trator.  Unlike  Michigan,  the  laws  of  New  York  empow¬ 
ered  only  trust  companies  organized  under  New  York 
law  to  act  in  fiduciary  capacities  and  expressly  forbade 
any  other  corporation  from  doing  so.  The  Attorney-Gen¬ 
eral  determined  that  granting  fiduciary  powers  to  a 
national  bank  in  New  York  would  thus  be  in  contraven¬ 
tion  of  state  law  and  so  not  permitted  under  the  express 
language  of  section  1 1  (k).  The  opinion  noted  that  the 
decision  in  Fellows  demonstrated  that  Congress  had 
the  authority  to  grant  fiduciary  powers  to  national 
banks,  even  if  state  laws  forbade  it,  but  declared  that 
Congress  had  not  yet  done  so  in  section  1 1  (k): 

The  language  [in  Fellows]  demonstrates  the  power 
of  the  National  Legislature  to  confer  authority  upon 
national  banks  to  act  as  trustee,  executor,  and  ad¬ 
ministrator,  where  such  powers  are  exercised  by 
state  trust  companies,  even  though  the  state  law 
discriminates  against  the  national  agencies  in  this 
regard.  The  power  of  Congress  to  determine  how 
far  national  banks  may  be  subject  to  state  control  is 
settled,  and  state  regulations  which  conflict  with  the 
congressional  enactments  are  invalid.  (Davis  v. 
Elmira  Bank,  161  U.S.  275;  Easton  v.  Iowa,  188  U.S. 
220;  Van  Reed  v  National  Bank,  198  U.S.  554.)  But 
in  this  case  Congress  has  not  exerted  its  power.  By 
section  11(k)  it  has  explicitly  constituted  the  local 
statutory  provisions  as  the  criterion  of  the  corporate 
capacity  of  national  banks.  The  New  York  statute, 
therefore,  can  not  fairly  be  said  to  deny  to  national 
banks  operating  in  New  York  a  power  Congress 
intended  they  should  have. 

31  Op.  U.S.  Att'y  Gen.  186,  188  (November  26,  1917) 
(citations  in  original). 

In  1918,  Congress  completely  revised  section  1 1  (k) 
See  Pub.  L  No.  65-218,  2,  40  Stat.  967,  968-69(1918). 
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First,  Congress  added  the  language  that  is  now  12 
U  S.C  92a(b).  This  language  was  expressly  added  to 
limit  the  state  law  condition  (“when  not  in  contravention 
of  state  or  local  law")  so  as  to  achieve  the  result  adum¬ 
brated  in  Fellows :  a  national  bank  could  exercise  fidu¬ 
ciary  powers  in  a  state,  even  if  state  law  prohibited  it, 
as  long  as  that  state  permitted  those  powers  to  its  own 
state  institutions. 

Section  2  moreover  sets  forth  that  it  shall  not  be 
deemed  to  be  “in  contravention  of  state  or  local 
law"  to  permit  the  exercise  of  such  powers  by 
national  banks  whenever  the  laws  of  the  particular 
state  authorize  or  permit  the  exercise  of  such 
powers  by  state  banks,  trust  companies,  or  other 
corporations  competing  with  national  banks.  Un¬ 
der  a  recent  decision  of  the  United  States  Su¬ 
preme  Court  it  is  clearly  settled  that  Congress  has 
the  power  to  confer  authority  upon  national  banks 
to  act  in  these  fiduciary  capacities,  where  such 
powers  are  exercised  by  trust  companies,  state 
banks,  or  other  competing  corporations,  even 
though  the  state  law  discriminates  against  na¬ 
tional  banks  in  this  regard.  The  terms  of  section 
1 1  (k)  are  extended,  therefore,  to  permit  such  pow¬ 
ers  to  be  granted  to  national  banks  in  those  states 
in  which  the  state  law  discriminates  against  na¬ 
tional  banks  in  this  respect. 

H.R.  Rep.  No.  479,  65th  Cong.,  2d  Sess.  2  (1918). 
Second,  Congress  expanded  the  list  of  expressly 
specified  fiduciary  capacities  to  the  current  eight  and 
added  the  final  power  to  act  in  any  other  fiduciary 
capacity  permitted  to  state  institutions  in  the  state  in 
which  the  national  bank  is  located.  See  id.  Finally, 
Congress  also  added  a  number  of  substantive  provi¬ 
sions  governing  national  banks’  conduct  of  fiduciary 
powers  now  codified  in  12  U.S.C.  92a(c)-92a(i).3 

Shortly  after  the  1918  amendments,  the  General  Coun¬ 
sel  of  the  Federal  Reserve  Board  issued  an  opinion 
interpreting  the  state  law  condition,  the  new  paragraph, 
and  the  relationship  between  them.  This  opinion  reiter¬ 
ated  that  under  the  state  law  condition,  a  fiduciary 
power  could  be  granted  to  a  national  bank,  even  if  state 
law  did  not  allow  it  for  state  institutions,  as  long  as  state 
law  did  not  prohibit  it  for  national  banks  (e.g.,  state  law 
was  silent  on  the  power);  and  that  the  new  paragraph 
acted  only  to  limit  the  state  law  condition  and  did  not 
decrease  the  situations  in  which  national  banks  could 
be  granted  fiduciary  powers: 


"•>  jbv.ctiorr,  92a(|)  and  92a(k)  were  added  later,  in  1930  and  1980 
respectively  See  Act  of  June  26,  1930,  Pub  L  No  71-435,  46  Stat. 
8’4  <  1930)  Depository  Institutions  Deregulation  and  Monetary  Con- 
>00  PUb  I  NO  96-221,  Title  VII,  704,  94  Stat  132,187 

(1980) 


The  phrase  “when  not  in  contravention  of  state  or 
local  law”  is  the  only  restrictive  clause  applicable 
in  this  discussion,  for  it  is  apparent  that  the  suc¬ 
ceeding  paragraph  is  permissive  rather  than  re¬ 
strictive  and  operates  solely  as  an  exception  to 
the  restrictive  clause  of  the  first  paragraph.  The 
purpose  of  this  exception  was  merely  to  insure  to 
a  national  bank  the  right  to  exercise  fiduciary 
powers  in  any  case  where  a  state  bank,  trust 
company,  or  other  competing  corporation  is  per¬ 
mitted  under  the  state  law  to  exercise  those  pow¬ 
ers,  even  if  the  state  laws  should  contain  an 
express  provision  either  directly  or  by  necessary 
implication  prohibiting  national  banks  from  doing 
so . 

The  restrictive  phrase  “when  not  in  contravention 
of  state  or  local  law”  was  retained  in  the  first 
paragraph  [the  current  section  92a(a)]  without 
change  and  the  second  and  supplementary  para¬ 
graph  [the  current  section  92a(b)]  was  inserted 
solely  to  protect  national  banks  from  any  possible 
discrimination  on  the  part  of  state  legislators.  In 
short,  while  giving  to  the  legislature  of  each  state 
in  the  first  paragraph,  the  right  expressly  to  pro¬ 
hibit  national  banks  from  exercising  fiduciary 
powers,  Congress,  in  the  second  paragraph, 
eliminates  the  possibility  of  discrimination  against 
national  banks  by  providing,  as  a  rule  of  law,  that 
no  state  statute  shall  be  construed  to  prohibit  a 
national  bank  from  exercising  any  fiduciary  power 
which  a  state  bank,  trust  company,  or  other  com¬ 
peting  corporation  can  exercise. 

It  is  respectfully  submitted,  therefore,  that  the  Fed¬ 
eral  Reserve  Board  may  legally  approve  the  appli¬ 
cation  of  any  national  bank  to  exercise  any  of  the 
fiduciary  powers  authorized  by  section  1 1  (k)  unless 
there  is  an  express  statute  of  the  state  in  which  the 
national  bank  is  located  which  either  directly  or  by 
necessary  implication  prohibits  a  national  bank  from 
exercising  those  powers,  and  that  even  in  the  case 
where  there  is  such  an  express  statute,  the  Board 
may  approve  the  application  if  any  state  bank,  trust 
company,  or  other  competing  corporation  in  that 
state  is  permitted  to  exercise  the  powers  applied  for 
by  the  national  bank. 

5  Fed.  Res.  Bull.  363-64  (March  31,  1919).  See  also 
Annual  Report  of  the  Comptroller  of  the  Currency  13 
(1918)  (“Under  its  terms  [section  1 1  (k)  as  amended  in 
1918]  States  are  in  effect  prohibited  from  denying  to  them 
[national  banks]  the  right  to  exercise  trust  powers  where 
such  powers  are  exercised  by  state  corporations  ") 

In  1924,  the  Supreme  Court  finally  decided  Congress's 
power  to  authorize  national  banks  to  exercise  fiduciary 
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powers  even  over  directly  conflicting  state  law.  Burnes 
National  Bank  v.  Duncan ,  265  U.S.  17  (1924).  A  national 
bank  in  Missouri  was  named  executor  in  a  will,  but  the 
state  courts  denied  appointment  on  the  grounds  that 
under  Missouri  law  only  state  trust  companies  could  so 
act  and  thus  by  the  laws  of  Missouri  national  banks 
were  not  authorized  to  act  as  executors.  The  Supreme 
Court,  in  an  opinion  by  Justice  Holmes,  first  noted  that 
under  the  first  paragraph  alone,  with  the  state  law 
condition,  the  state  court  result  might  be  final,  but  that 
Congress  had  added  the  second  paragraph  to  limit  the 
first: 

This  says  in  a  roundabout  and  polite  but  unmis¬ 
takable  way  that  whatever  may  be  the  state  law, 
national  banks  having  the  permit  of  the  Federal 
Reserve  Board  may  act  as  executors  if  trust  com¬ 
panies  competing  with  them  have  the  power. 

265  U.S.  at  23.  In  the  case  at  hand,  the  criteria  in  the 
second  paragraph  were  met,  “and  thus  the  naked 
question  presented  is  whether  Congress  had  the  power 
to  do  what  it  tried  to  do.”  Id. 

To  this  question,  the  Court  reasoned  Fellows  already 
provided  the  answer:  if  Congress  has  the  authority  to 
grant  a  power  to  national  banks  and  has  granted  the 
power,  then  the  states  may  not  deprive  national  banks 
of  that  power  (except  as  Congress  may  have  allowed), 
even  if  the  subject  area  is  one  characteristically  within 
the  domain  of  the  states.  The  power  of  Congress  to 
confer  a  power  on  national  banks: 

“excluded  the  power  of  the  state  in  such  case, 
although  it  might  possess  in  a  general  sense 
authority  to  regulate  such  business,  to  use  that 
authority  to  prohibit  such  business  from  being 
united  by  Congress  with  the  banking  function.” 
244  U.S.  425.  Now  that  Congress  has  expressed 
its  paramount  will  this  language  is  more  apposite 
than  ever.  The  states  cannot  use  their  most  char¬ 
acteristic  powers  to  reach  unconstitutional  re¬ 
sults.  ...  There  is  nothing  over  which  a  state  has 
more  exclusive  authority  than  the  jurisdiction  of  its 
courts,  but  it  cannot  escape  its  constitutional  ob¬ 
ligations  by  the  device  of  denying  jurisdiction  to 
courts  otherwise  competent.  ...  So  here  —  the 
state  cannot  lay  hold  of  its  general  control  of 
administration  to  deprive  national  banks  of  their 
powers  to  compete  that  Congress  is  authorized  to 
sustain. 

265  U.S.  at  24  (quotation  from  Fellows;  other  citations 
omitted). 

Since  1918,  the  provisions  granting  national  banks  the 
authority  to  engage  in  fiduciary  activities  —  currently 


codified  at  12  U.S.C.  92a(a)  and  92a(b)  —  have  re¬ 
mained  substantively  unchanged.  In  1962,  Congress 
transferred  administration  of  the  provision  from  the 
Federal  Reserve  Board  to  the  OCC.  Former  section 
1 1  (k)  of  the  Federal  Reserve  Act  was  repealed,  and  its 
provisions  reenacted  (with  the  OCC  substituted  for  the 
Board)  as  a  separate  law.  See  Pub.  L.  No.  87-722,  76 
Stat.  668  (1962)  (codified  at  12  U.S.C.  92a);  S.  Rep.  No. 
2039, 87th  Cong.,  2d  Sess.  1  (1962)  (“No  change  would 
be  made  from  the  substantive  provisions  of  section 
1 1  (k),  other  than  the  transfer  of  authority  [to  the  OCC], 
so  that  there  is  no  alteration  of  existing  law  regarding 
national  banks  acting  in  fiduciary  capacities.”)4 

In  summary,  several  fundamental  propositions  are  evi¬ 
dent  from  the  statute,  its  legislative  development,  and 
basic  concepts  of  national  banking  law  reflected  in  the 
principal  cases.  First,  Congress  has  the  authority  to 
grant  fiduciary  powers  to  national  banks.  Second,  if 
Congress  grants  a  power  to  national  banks,  the  states 
cannot  prohibit,  impede,  or  restrict  national  banks  from 
exercising  it.  Thus,  third,  but  for  the  state  law  condition, 
national  banks  could  exercise  the  fiduciary  powers 
granted  in  section  92a(a)  notwithstanding  state  law.5 * * * 9 
Fourth,  in  the  state  law  condition,  Congress  has  made 
national  banks’  power  to  act  in  fiduciary  capacities 
contingent  upon  state  law.  But,  finally,  Congress  has 
limited  the  state  law  condition  by  declaring  that  if  a  state 
allows  its  state  institutions  to  exercise  fiduciary  powers, 
then  national  banks  may  exercise  those  powers,  not¬ 
withstanding  state  laws  to  the  contrary. 

2.  The  authority  for  a  national  bank  to  offer  fiduci¬ 
ary  services  in  a  state  is  the  same  whether  the 
bank  is  in-state  or  out-of-state. 

Your  proposal  raises  one  fundamental  question:  if  a 
national  bank  proposes  to  offer  fiduciary  services  and 
has  trust  offices  both  in  its  home  state,  i.e. ,  the  state  of 
its  main  office,  and  in  other  states,  in  what  manner  do 
the  state  laws  of  the  other  states  allowing  or  limiting  the 
exercise  of  fiduciary  powers  apply  to  such  a  national 
bank  under  section  92a?  In  particular,  if  one  of  the  other 
states  has  laws  prohibiting  or  limiting  out-of-state  fidu¬ 
ciaries  from  conducting  fiduciary  business  in  that  state 
and  the  state  law  treats  an  out-of-state  national  bank  as 


4ln  the  re-enactment,  Congress  added  the  present  alphabetical 
subsection  markers  to  the  existing  simple  sequence  of  paragraphs 
However,  there  were  no  subsection  headings 

5We  refer  here  only  to  the  authority  to  have  the  legal  capacity  to  act 

as  a  fiduciary.  A  national  bank  acting  as  trustee  or  executor  of  an 

estate  is,  of  course,  subject  to  the  law  governing  the  trust  or  estate 

For  example,  a  national  bank’s  fiduciary  duties  in  conducting  its 
fiduciary  activities  and  its  standard  of  care  in  discharging  those 
duties  are  subject  to  the  state  or  local  law,  or  other  law,  governing 
the  fiduciary  relationship.  The  OCC's  fiduciary  regulations  in  12  CFR 

9  recognize  the  applicability  of  such  laws 
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an  out-of-state  fiduciary,  may  that  state  law  be  applied 
to  an  out-of-state  national  bank  such  as  the  proposed 
trust  bank7  We  believe  section  92a  clearly  establishes 
that  such  state  laws  may  not  prevent  national  banks 
from  exercising  fiduciary  powers  in  a  state  in  which 
state  law  permits  the  state’s  banks,  trust  companies  or 
other  corporations  to  exercise  such  powers.  This  deter¬ 
mination  was  set  into  section  92a  in  1918,  and  it  applies 
equally  to  state  laws  limiting  out-of-state  national  banks 
as  it  does  to  state  laws  limiting  in-state  national  banks. 
This  result  is  logically  dictated  by  the  statute  and  is 
consistent  with  similar  provisions  elsewhere. 

a.  Section  92a  gives  no  greater  authority  to  state  laws 
limiting  out-of-state  fiduciaries  than  to  other  state  laws. 

Simply  as  a  matter  of  pure  logic  under  the  given  statu¬ 
tory  framework,  state  laws  limiting  out-of-state  fiduciar¬ 
ies  must  be  subject  to  the  same  standards  as  other 
state  laws.  On  the  one  hand,  a  state  law  restricting 
out-of-state  fiduciaries  from  conducting  fiduciary  busi¬ 
ness  in  the  state  could  apply  to  an  out-of-state  national 
bank  only  if  the  state  law  is  within  the  authority  con¬ 
veyed  upon  the  states  in  the  state  law  condition  in 
section  92a(a).  If  this  type  of  state  law  were  not  within 
the  state  law  condition,  then  it  could  not  apply  to  restrict 
national  banks  from  exercising  their  congressionally 
authorized  fiduciary  powers.  And  so,  national  banks 
from  other  states  could  conduct  fiduciary  business  in 
the  state.6 

And,  on  the  other  hand,  if  a  state  law  restricting  out-of- 
state  fiduciaries  is  within  the  state  law  condition  in 
section  92a(a),  then  it  is  also  within  the  limitation  of 
section  92a(b).  The  provision  in  section  92a(b)  was 
expressly  added  to  limit  the  scope  of  the  state  law 
condition.  It  is  linked  to  the  state  law  condition  in  its  very 
language.  It  mandates  that  if  a  state  permits  its  state 
institutions  to  exercise  fiduciary  powers,  then  national 
banks’  exercise  of  them  is  not  in  contravention  of  state 
law,  even  if  there  are  other  state  laws  that  purport  to  bar 
national  banks.  Thus,  even  if  a  state  has  laws  barring 
out-of-state  fiduciaries,  those  laws  do  not  bar  out-of- 
state  national  banks  if  the  state  permits  its  state  institu¬ 
tions  to  exercise  fiduciary  powers. 


6lf  these  state  laws  are  outside  the  state  law  condition,  then  this 
situation  would  be  similar  to  others  in  which  a  national  bank  from  one 
state  can  conduct  an  authorized  business  in  another  state  without 
regard  to  its  being  authorized  by  the  other  state  See,  e  g  ,  Marquette 
National  Bank  v  First  of  Omaha  Service  Corp  ,  439  U  S  299  (1978) 
(r  ationa!  bank  from  one  state  lending  to  customers  in  another  state 
may  charge  federally  authorized  interest  rate  without  regard  to  law 
of  oustorr  ers  state),  Bank  of  America  National  Trust  &  Savings  Ass'n 
v  Lima  103  F  Supp  916  917  18  (national  bank's  ability  to  lend  in  a 
stafe  does  not  depend  on  state's  permission,  state  cannot  reguire 
r  a*  or  j  o  ir  vr ,  to  register  as  foreign  corporations).  Indiana  National 
Bank  v  Robert')  926  2d  802.  803  (Miss  1976)  (same,  citing  other 
cases) 


We  believe  this  conclusion  is  inescapable  under  the 
statute.  In  order  to  find  that  state  laws  barring  out-of- 
state  fiduciaries  in  such  a  state  (i.e. ,  one  that  permitted 
its  state  institutions  to  exercise  fiduciary  powers)  could 
be  applied  to  out-of-state  national  banks,  we  would 
have  to  conclude  that  a  state  law  could  both  apply 
because  of  the  state  law  condition  and  yet  escape  the 
rule  of  construction  Congress  placed  on  the  state  law 
condition.  Such  an  interpretation  of  the  statute  is  cer¬ 
tainly  not  a  “plain”  one  and  indeed  is  highly  implausible. 
By  contrast,  the  interpretation  that  section  92a  applies 
to  these  state  laws  in  the  same  way  it  applies  to  others 
arises  directly  from  the  statutory  language. 

Since  section  92a(b)  was  enacted  to  limit  the  state  law 
condition,  the  clear  meaning  is  that  every  purported 
instance  of  the  exercise  of  fiduciary  powers  by  a  na¬ 
tional  bank  being  in  contravention  of  state  law  is  sub¬ 
jected  to  the  protective  standard  added  in  section 
92a(b).  Textually,  the  introductory  phrase  (“whenever 
the  laws  of  such  state  .  .  .”)  is  a  reference  to  that  state 
the  laws  of  which  it  is  asserted  the  grant  of  fiduciary 
powers  would  be  in  contravention  of.  That  is,  “such 
state”  is  the  state  referred  to  in  the  state  law  condition 
(“when  not  in  contravention  of  state  or  local  law”).  The 
phrase  may  also  be  a  reference  to  “the  state  in  which 
the  national  bank  is  located”  in  the  immediately  preced¬ 
ing  sentence.  But  all  three  of  these  terms  refer  to  the 
same  state:  the  state  in  which  the  national  bank  pro¬ 
poses  to  engage  in  fiduciary  activities.  In  other  words, 
the  same  level  of  contact  with  a  state  that  is  sufficient 
to  make  a  national  bank  potentially  subject  to  that 
state’s  laws  under  the  state  law  condition  in  section 
92a(a)  also  makes  the  bank  located  in  that  state  for 
other  section  92a(a)  purposes.7 


7This  is  a  different  meaning  than  “located"  many  have  in  other 
banking  statutes.  National  banks  have  been  found  to  be  “located"  in 
or  "situated”  in  multiple  jurisdictions  (counties  or  states)  in  which  they 
have  a  main  office,  branch,  or  other  physical  office  See  cases  and 
OCC  opinions  cited  in  section  B-2-b  below.  We  believe  this  interpre¬ 
tation  of  “located”  is  correct  for  section  92a(a)  because  of  its  origin 
in  the  statute.  Originally,  as  outlined  earlier,  in  1913  section  1 1  (k)  had 
only  the  phrase,  "when  not  in  contravention  of  state  or  local  law  ”  In 
1918,  both  section  92a(b)  and  the  expanded  fiduciary  capacities 
clause  containing  the  phrase,  “state  in  which  the  national  bank  is 
located,”  were  added  They  were  separate  changes  done  for  differ¬ 
ent  reasons.  See  H  R  Rep.  479,  supra.  But  in  each  one,  it  is 
reasonable  to  presume  that  Congress  was  legislating  with  reference 
to  the  state  already  referred  to  in  the  statute:  the  state  in  which  the 
national  bank  would  be  exercising  fiduciary  powers  and  whose  state 
law  was  at  issue  in  the  state  law  condition  Unlike  other  statutes,  in 
section  92a(a),  the  term  “state  in  which  the  bank  is  located"  is  not 
used  as  the  initial  and  principal  identifier  of  the  state  to  which  the 
statute  is  referring. 

However,  arguably  the  referent  of  "such  state"  in  section  92a(b)  is 
only  to  “the  state  in  which  the  national  bank  is  located"  and  the 
meaning  of  "states  in  which  the  bank  is  located"  is  not  co-extensive 
with  the  states  whose  laws  are  asserted  to  be  contravened  in  the 
state  law  condition  That  is,  "such  state"  refers  only  to  states  in  which 
the  bank  is  "located"  and  "located"  does  not  include  every  state  in 
which  it  proposes  to  engage  in  fiduciary  activities  We  need  not 
resolve  this  question  now  because  in  your  proposal,  the  trust  bank 
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Moreover,  Congress's  purpose  in  adding  section  92a(b) 
was  to  prevent  states  from  preventing  national  banks 
from  exercising  fiduciary  powers  through  prohibitory 
laws  while  allowing  their  own  state  banks  and  trust 
companies  to  have  these  powers.  The  statutory  lan¬ 
guage  encompasses  all  national  banks  in  this  protec¬ 
tion  from  a  state’s  discrimination.  It  is  not  limited  only  to 
national  banks  headquartered  in  the  state.  If  the  exer¬ 
cise  of  fiduciary  powers  by  a  national  bank  is  asserted 
to  be  in  contravention  of  state  law,  the  standard  of 
section  92a(b)  applies  whether  the  alleged  contraven¬ 
tion  is  of  a  state  law  barring  all  national  banks  or  of  a 
state  law  barring  only  some  national  banks  (e.g.,  out- 
of-state  national  banks).  Nothing  in  the  statute  or  legis¬ 
lative  history  suggests  that  state  laws  that  bar  only  a 
certain  class  of  national  banks  are  treated  differently. 
Indeed,  if  section  92a  is  interpreted  to  allow  states  to 
discriminate  against  out-of-state  banks  but  not  against 
in-state  banks,  that  would  make  it  an  instance  of  Con¬ 
gress  allowing  the  states  to  discriminate  in  an  area  of 
interstate  commerce.8  But  such  action  on  Congress's 
part  is  not  lightly  inferred.  See ,  e.g.,  Wyoming  v.  Okla¬ 
homa,  502  U.S.  437,  458  (1992);  Maine  v.  Taylor,  477 
U.S.  131,  139  (1986).  There  is  no  evidence  of  such 
congressional  intent  here,  and  so  we  believe  section 
92a  may  not  be  construed  to  allow  such  discrimination 
against  out-of-state  national  banks. 

Thus,  in  our  view,  with  respect  to  a  national  bank  that 
proposes  to  offer  fiduciary  services  in  more  than  one 
state,  section  92a  applies  equally  for  each  and  every 
state.  The  use  of  a  singular  term  in  section  92a  (“when¬ 
ever  the  laws  of  such  state  ...”;  “the  laws  of  the  state  in 
which  the  bank  is  located”)  does  not  imply  that  Con¬ 
gress  intended  that  the  provisions  of  section  92a  would 
apply  only  to  one  state  for  each  national  bank.  Gener¬ 
ally,  legislative  terms  which  are  singular  in  form  may 
apply  to  multiple  subjects  or  objects,  and  plural  terms 
to  single.  See  1  U.S.C.  1;  First  National  Bank  in  St.  Louis 
v.  Missouri,  263  U.S.  640,  657  (1924);  Johnston  v. 
Penrod  Drilling  Co.  803  F.2d  867,  870  (5th  Cir.  1986). 
See  generally  2A  Sutherland  Statutes  and  Statutory 
Construction  47 .34  (5th  ed.  1992).  In  particular,  there  is 
no  historical  basis  to  attach  significance  to  the  use  of 
singular  nouns  in  the  National  Bank  Act.  See  R.  Robert¬ 
son,  The  Comptroller  and  Bank  Supervision:  A  Histori¬ 
cal  Appraisal  82  (1968).  Moreover,  the  Supreme  Court 
rejected  such  an  interpretation  when  construing  an 


would  have  brick-and-mortar  trust  offices  in  each  state  in  which  it 
proposed  to  offer  fiduciary  services,  and  so  it  would  be  clearly 
located  in  those  states.  And  thus  the  limiting  rule  of  construction  of 
section  92a(b)  would  be  invoked  for  those  states  even  under  this 
narrower  interpretation. 

8State  restrictions  on  the  interstate  provision  of  fiduciary  services  are 
clearly  subject  to  scrutiny  under  the  Commerce  Clause,  notwith¬ 
standing  the  state  interest  in  overseeing  trusts  and  estates.  See  Lewis 
v.  BT  Investment  Managers.  Inc..  447  U.S.  27  (1980). 


earlier  version  of  section  94,  and  said  the  use  of  the 
singular  noun  in  the  statute  was  not  persuasive.  Citi¬ 
zens  &  Southern  National  Bank  v.  Bougas,  434  U.S.  35, 
45  (1977). 

b.  The  state-by-state  application  of  section  92a  is  con¬ 
sistent  with  other  statutes. 

Thus,  section  92a  authorizes  national  banks  to  offer 
fiduciary  services  in  multiple  states,  but  then  conditions 
the  exercise  of  that  power  within  each  state  on  a  state- 
by-state  basis  under  the  same  test:  is  the  exercise  of 
fiduciary  powers  by  national  banks  prohibited  by  state 
law,  and  even  if  it  is,  does  that  state  permit  its  state 
institutions  to  exercise  these  powers  or  not.  This  result 
is  consistent  with  other  banking  statutes  that  treat  a 
single  national  bank  as  present  in  different  states  for 
purposes  of  that  statute. 

Other  federal  statues  also  refer  to  the  places  where  a 
national  bank  is  “located,”  "situated,"  “existing,”  or  of 
which  it  is  a  “citizen.”9  The  United  States  Supreme 
Court  has  made  clear  that  the  locational  language  in 
these  statutes  should  be  flexibly  construed,  taking  full 
account  of  changes  in  the  banking  system,  to  suit  the 
underlying  purposes  of  each  provision,  and  has  em¬ 
phasized  that  “[tjhere  is  no  enduring  rigidity  about  the 
word  'located'”  as  it  is  used  in  these  provisions.  Citizens 
&  Southern  National  Bank  v.  Bougas,  434  U.S.  at  44. 
Hence  the  Supreme  Court,  lower  federal  courts,  and 
the  OCC  consistently  have  held  that,  for  purposes  of 
these  statutes,  a  national  bank  is  not  located  only  in  the 
place  of  its  main  office  but  can  be  “located,”  “situated" 
or  “existing”  in,  or  be  a  “citizen”  of,  multiple  cities, 
counties,  or  states.  See,  e.g.,  Bougas  (venue);  Fisher 
v.  First  National  Bank  of  Omaha,  548  F.2d  255  (8th  Cir. 
1977)  (interest  rates);  Fisher  v.  First  National  Bank  of 
Chicago,  538  F.2d  1284  (7th  Cir.  1976),  cert,  denied, 
429  U.S.  1062  (1977)  (interest  rates);  Seattle  Trust  & 
Savings  Bank  v.  Bank  of  California  N.A.,  492  F.2d  48 
(9th  Cir.  1974),  cert,  denied,  419  U.S.  844  (1974)  (es¬ 
tablishing  branches);  Bank  of  New  York  v.  Bank  of 
America,  853  F.Supp.  736  (S.D.  N.Y.  1994)  (citizenship 
for  diversity  jurisdiction);  Connecticut  National  Bank  v. 
lacono,  785  F.Supp.  30  (D.R.I.  1992)  (original  jurisdic¬ 
tion);  Decision  on  the  Applications  of  American  Security 
Bank,  N.A.,  Washington,  D.C.,  and  Maryland  National 
Bank,  Baltimore,  Maryland  (OCC  Corporate  Decision 
No.  94-05,  February  4,  1994),  reprinted  in  [1993-1994 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  jl  89,695 


9See,  e  g  .  12  U.S.C.  24(Eighth)  (charitable  contributions):  12  U.S.C 
36  (establishment  of  branches),  12  U.S.C  72  (directors’  residency 
requirement),  12  U.S.C  85  (interest  on  loans):  12  U.S.C  90  (security 
for  public  deposits);  12  U.S.C.  215  (consolidations);  12  U.S.C  215a 
(mergers);  28  U.S.C,  1348  (jurisdiction  of  U  S  district  courts).  28 
U.S.C.  1394  (venue). 
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(establishing  branches,  and  mergers  with  other  banks); 
OCC  Interpretive  Letter  No.  686  (September  1 1,  1995), 
reprinted  in  Fed.  Banking  L.  Rep.  (CCH)  H  81-001 
(interest  rates);  OCC  Interpretive  Letter  No.  654  (De¬ 
cember  19,  1994),  reprinted  in  [1994-95  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,602  (direc¬ 
tors’  residency  qualification). 

In  these  other  instances,  just  as  with  section  92a  here, 
the  statutes  were  similarly  applied  to  the  bank  on  a 
state-by-state  basis.  The  bank  was  considered  present 
in  each  state  —  through  a  branch,  another  type  of 
office,  or  merely  doing  business  —  and  treated  under 
the  statute  in  the  same  manner  as  any  other  national 
bank  in  the  state. 

Moreover,  in  the  recent  interstate  branching  statute 
Congress  has  provided  a  similar  system  for  the  appli¬ 
cation  of  state  law  to  the  interstate  branches  of  national 
banks:  within  each  host  state,  a  branch  of  an  out-of- 
state  national  bank  is  treated  as  an  in-state  national 
bank  for  purposes  of  applying  that  state’s  laws.  See 
Riegle-Neal  Interstate  Banking  and  Branching  Effi¬ 
ciency  Act  of  1994,  Pub.  L.  No.  103-328,  102(b)(1),  108 
Stat.  2338,  2350  (1994)  (codified  at  12  U.S.C.  36(f)(2)). 
These  Riegle-Neal  Act  provisions  do  not  directly  apply 
to  the  authority  to  have  trust  powers,  since  the  authority 
to  have  trust  powers  is  governed  by  federal  law  in 
section  92a,  not  state  laws.  Nevertheless,  since  Con¬ 
gress  has  created  a  similar  rule  for  the  general  appli¬ 
cability  of  state  law  to  national  banks’  interstate 
branches  when  state  law  is  applicable  to  national 
banks,  it  is  reasonable  to  interpret  section  92a  as 
applying  in  a  similar  state-by-state  manner  for  national 
banks’  interstate  fiduciary  activities.  Indeed,  if  the  Ri¬ 
egle-Neal  Act’s  applicable  law  provisions  do  apply  to 
how  state  law  applies  to  the  fiduciary  activities  of  an 
out-of-state  national  bank  at  a  branch  in  a  host  state, 
supplementing  section  92a  in  this  regard,  then  clearly 
a  host  state  could  not  prevent  an  out-of-state  national 
bank  from  providing  fiduciary  services  at  a  host  state 
branch  on  the  same  basis  as  an  in-state  national  bank. 
In  many  respects,  our  interpretation  of  section  92a 
simply  makes  the  treatment  of  fiduciary  activities  at  an 
interstate  trust  office  the  same  as  it  indisputably  would 
be  at  an  interstate  branch.10 


)The  Riegle-Neal  Act  also  has  another  provision  regarding  the 
application  of  host  state  laws  to  the  interstate  branches  of  national 
banks  in  the  four  areas  of  community  reinvestment,  consumer  pro¬ 
tection,  fair  lending,  and  establishment  of  intrastate  branches.  See 
Riegle-Neal  Act  102(b)(1)  (codified  at  12  U  S.C  36(f)(1))  In  those 
area'-,  host  state  laws  apply  to  an  interstate  branch  of  an  out-of-state 
national  bank  in  the  host  state  to  the  same  extent  as  such  laws  apply 
to  a  branch  of  a  bank  chartered  by  the  host  state,  unless  federal  law 
preempts  application  of  such  state  laws  to  national  banks  or  appli¬ 
cation  of  the  laws  r.  found  to  have  a  discriminatory  effect  State  laws 
gr-ir  ting  or  prohibiting  fiduciary  powers  to  institutions  do  not  appear 
to  be  m  one  of  the  four  areas  But  even  if  they  were,  and  the  applica- 


This  interpretation  of  the  statute  also  fosters  desirable 
public  policies.  First,  every  national  bank  offering  fidu¬ 
ciary  services  in  a  given  state  will  have  the  same 
authority  to  conduct  fiduciary  business.  A  national  bank 
conducting  fiduciary  business  and  administering  trust 
assets  at  a  trust  office  will  be  subject  to  the  same 
standards  irrespective  of  whether  the  office  is  part  of 
an  in-state  national  bank  or  an  out-of-state  national 
bank.  Second,  there  will  be  a  level  playing  field  for 
enhanced  competition  in  the  provision  of  fiduciary  serv¬ 
ices  within  each  state,  because  more  potential  provid¬ 
ers  will  be  able  to  compete  on  similar  terms. 

We  are  aware  that  one  federal  district  court  reached  a 
result  inconsistent  with  this  analysis.  In  American  Trust 
Company,  Inc.  v.  South  Carolina  State  Board  of  Bank 
Control,  381  F.Supp.  313  (D.S.C.  1974)  (three-judge 
court),  the  court  upheld  the  application  to  North  Caro¬ 
lina  National  Bank  of  South  Carolina  statutes  that  barred 
from  South  Carolina  fiduciary  appointments  any  corpo¬ 
ration  domiciled  or  licensed  to  do  business  in  any  state 
contiguous  to  South  Carolina.  This  court  held  that  a 
state  could  bar  an  out-of-state  national  bank  from  act¬ 
ing  in  fiduciary  capacities  in  the  state,  even  though  its 
state  institutions  were  permitted  to  act  in  those  capaci¬ 
ties.  However,  North  Carolina  National  Bank  did  not 
raise  the  issue  that  section  92a  preempted  the  South 
Carolina  law;  instead,  it  based  its  case  on  the  due 
process  and  commerce  clauses.  In  rejecting  the  com¬ 
merce  clause  argument,  the  court  viewed  section  92a 
as  a  statute  in  which  Congress  has  allowed  the  states 
to  impose  burdens  on  interstate  commerce:  “Since 
South  Carolina’s  ban  on  foreign  testamentary  trustees 
operates  equally  against  state  and  national  banks  lo¬ 
cated  in  North  Carolina,  the  exclusion  of  North  Carolina 
National  is  not  an  impermissible  burden  on  interstate 
commerce;  Congress  has  allowed  it  by  enacting  sec¬ 
tion  92a.”  381  F.Supp.  at  323. 

We  believe  this  reasoning  and  result  were  clearly  mis¬ 
taken.  First,  it  completely  ignored  the  statutory  lan¬ 
guage  and  legislative  history  of  sections  92a(a)  and 
92a(b)  discussed  earlier,  and  instead  based  its  con¬ 
struction  of  the  statute  solely  on  an  oversimplified  gen¬ 
eralization  that  the  statute  is  intended  to  create 
“competitive  equality."  Second,  in  using  the  state  law 
condition  to  reach  its  result,  the  court  misused  the  limit 
placed  on  it  in  section  92a(b).  Instead  of  comparing 
how  a  state  treats  national  banks  with  how  it  treats  its 
own  banks,  the  court  compared  how  South  Carolina 
treated  North  Carolina  state  banks  and  North  Carolina 


ble  law  provisions  of  section  36(f)(1)  did  apply  to  national  bank 
fiduciary  powers,  the  authority  of  an  out-of-state  national  bank  to  offer 
fiduciary  services  at  a  branch  in  a  host  state  would  be  like  that  of  the 
host  state’s  own  banks  Thus,  even  in  that  case,  the  treatment  of 
fiduciary  activities  would  also  be  like  out  analysis  of  section  92a  here 
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national  banks.  Third,  there  is  no  evidence  in  the  lan¬ 
guage  or  legislative  history  of  section  92a  that  Con¬ 
gress  intended  to  grant  the  states  the  power  to 
discriminate  in  interstate  commerce  in  trust  services. 
But  it  is  well  settled  that  Congress  must  manifest  its 
unambiguous  intent  before  a  federal  statute  will  be  read 
to  authorize  state  action  that  would  otherwise  be  in 
violation  of  the  commerce  clause.  See,  e.g.,  Wyoming 
v.  Oklahoma,  502  U.S.  437,  458  (1992);  Maine  v.  Taylor, 
477  U.S.  131,  139  (1986).  Indeed,  since  section  92a 
says  nothing  about  the  relation  between  a  state  and  the 
state  banks  or  trust  companies  of  other  states,  it  plainly 
is  not  a  statute  intended  to  give  states  power  to  burden 
interstate  commerce.  Finally,  the  court’s  treatment  of  the 
South  Carolina  statutes  and  the  commerce  clause  is 
questionable  in  light  of  Lewis  v.  BT  Investment  Manag¬ 
ers,  Inc.,  447  U.S.  27  (1980). 

Two  other  cases  have  language  that  could  suggest 
states  have  a  power  to  restrict  national  banks  from 
exercising  trust  business  in  their  state.  In  a  decision 
upholding  a  New  Hampshire  law  that  banned  corporate 
fiduciaries  in  the  state  from  advertising,  in  dictum  the 
First  Circuit  stated  that  section  92a  in  effect  gives  states 
the  ‘‘power  to  proscribe  national  banks  from  acting  as 
executors.”  See  New  Hampshire  Bankers  Ass’n  v.  Nel¬ 
son,  460  F.2d  307,  308  (1st  Cir.),  cert,  denied,  409  U.S. 
1001  (1972)  (per  curiam).  And,  in  its  decision  on  na¬ 
tional  bank  trust  offices,  the  Eighth  Circuit  used  section 
92a  as  a  secondary  basis  for  decision  and  held  that 
section  92a  permits  each  state  “to  nondiscriminately 
limit  the  location  where  fiduciary  powers  may  be  exer¬ 
cised.”  St.  Louis  County  National  Bank,  548  F.2d  at  720. 
However,  both  cases  are  consistent  with  our  analysis. 
At  issue  in  both  cases  was  whether  the  same  limits  that 
the  state  imposed  on  its  own  corporate  fiduciaries  also 
applied  to  national  banks  in  the  state.  In  our  analysis, 
such  limits  would,  if  applicable,  continue  to  apply  within 
each  state  on  a  state-by-state  basis. 


11  Moreover,  we  believe  these  cases  are  incorrect  to  the  extent  that 
they  imply  that  section  92a  grants  the  states  the  power  to  impose 
operational  limitations  on  national  bank  fiduciary  activities  (such  as 
banning  advertising  or  limiting  locations).  Whether  such  state  opera¬ 
tional  limits  (e.g.,  administrative  or  ministerial  provisions  regarding 
how  a  state  fiduciary  institution  organizes  its  business)  are  applicable 
to  national  banks  is  determined  by  general  principles  of  preemption 
with  respect  to  the  applicability  of  state  law  to  national  banks,  section 
92a(a)  does  not  incorporate  them.  The  state  law  condition  in  section 
92a  pertains  only  to  whether  a  national  bank  may  or  may  not  be 
granted  the  authority  to  act  in  a  particular  fiduciary  capacity  When 
section  92a  does  incorporate  state  law  for  operational  limits,  it  does 
so  by  specific  provision  with  respect  to  particular  types  of  limits.  See 

12  U.S.C.  92a(f),  92a(g)  &  92a(i).  Indeed,  the  fact  that  Congress 
expressly  provided  for  state  laws  to  apply  only  for  these  three  areas 
strongly  implies  that  Congress  did  not  intend  that  other  state  admin¬ 
istrative  requirements  governing  how  a  corporate  fiduciary  conducts 
business  would  apply  to  national  banks  through  section  92a  (Of 
course,  such  state  laws  governing  the  administration  and  operation 
of  corporate  fiduciaries  are  different  from  state  laws  governing  the 
fiduciary  relationships  themselves.  See  note  5  above.)  Some  earlier 


Finally,  we  are  aware  that  an  early  opinion  of  the  Federal 
Reserve  Board12  and  a  similar  opinion  of  the  OCC13 
may  be  read  by  some  to  suggest  that  national  banks 
are  subject  to  state  laws  prohibiting  nonresident  fiduci¬ 
aries.  However,  neither  opinion  directly  considered  the 
precise  issue  or  offered  any  analysis.  Indeed,  the  OCC 
opinion  appears  simply  to  be  a  restatement  of  the 
earlier  Federal  Reserve  Board  opinion  for  inclusion  in 
an  OCC  collection  of  opinions  regarding  examination 
of  trust  departments.  The  opinions  directly  answer  only 
the  question  whether  a  national  bank  located  in  one 
state  may  exercise  fiduciary  powers  in  another  state 
when  the  laws  of  the  other  state  do  not  prohibit  it.  In  that 
instance,  there  would  be  no  doubt  but  that  the  exercise 
of  fiduciary  powers  would  not  be  in  contravention  of 
state  law,  and  so  may  be  granted  under  section  92a(a). 
The  opinions  may  give  rise  to  the  negative  inference 
that,  if  the  other  state  did  prohibit  nonresident  fiduciar¬ 
ies,  then  an  out-of-state  national  bank  could  not  exer¬ 
cise  fiduciary  powers  in  that  state.  But,  in  fact,  the 
opinions  do  not  address  that  question.  That  would  be 
an  instance  of  a  state’s  laws  prohibiting  the  exercise  of 


OCC  letters  may  suggest  that  all  aspects  of  state  law  governing  state 
fiduciary  institutions  apply  to  national  banks.  See,  e.g.,  OCC  Letter 
No.  525  (August  8,  1990),  reprinted  in  Fed.  Banking  L.  Rep.  (CCH) 
]\  83,236.  However,  those  letters  generally  dealt  with  substantive 
fiduciary  law  and  so  may  not  have  fully  distinguished  between  state 
substantive  fiduciary  duties  and  standards  and  state  administrative 
requirements  and  expressly  stated  that  their  analysis  pertained  to  the 
former. 

12ln  1921  the  Board  stated: 

The  Federal  Reserve  Board  is  of  the  opinion,  therefore,  that  a 
national  bank  which  has  been  granted  permission  to  exercise 
fiduciary  powers  under  the  provisions  of  section  1 1  (k)  may, 
without  other  authority,  exercise  the  powers  granted  not  only  in 
the  State  where  the  bank  is  located  but  also  in  any  other  State 
the  laws  of  which  do  not  expressly  or  by  necessary  implication 
prohibit  the  exercise  of  those  powers  by  national  banks  located 
in  other  States.  The  Board  is  of  the  opinion,  however,  that  in  any 
such  case  the  national  bank  would  have  to  conform  to  those 
laws  of  any  State  in  which  it  is  acting  which  relate  to  the  exercise 
of  fiduciary  powers  by  foreign  corporations. 

7  Fed.  Res  Bull.  816  (1921).  In  this  ruling,  the  Board  appears  to 
assume  that  a  national  bank  may  be  "located’'  in  one  and  only  one 
state  for  section  92a  purposes.  That  assumption,  of  course,  is  incor¬ 
rect  today  after  Citizens  &  Southern  National  Bank,  Seattle  Trust,  and 
the  other  cases  cited  earlier. 

13ln  1963  shortly  after  administration  of  section  92a  was  transferred, 
the  OCC  issued  a  manual  for  trust  examiners.  It  contained  a  number 
of  opinions  on  aspects  of  the  operation  of  a  trust  department.  These 
included: 

This  Office  is  of  the  opinion  that  a  national  bank  authorized  to 
exercise  fiduciary  powers  may,  without  additional  authority  from 
this  Office,  exercise  such  power  in  other  jurisdictions,  the  laws 
of  which  do  not  exclude  nonresident  fiduciaries  Accordingly,  a 
national  bank  with  fiduciary  powers  may  exercise  them  in  an¬ 
other  State  or  country  if  the  bank  conforms  to  the  laws  of  that 
jurisdiction. 

Comptroller’s  Manual  for  Representatives  in  Trusts,  Section  of  Opin¬ 
ions,  page  G-1  (1963  ed).  See  also  Current  Legal  and  Regulatory 
Developments,  1  National  Banking  Review  599,  610  (1964)  (summa¬ 
rizing  1963  opinion)  Since  at  least  1976,  this  opinion  no  longer 
appeared  in  later  editions.  See  Comptroller’s  Handbook  for  National 
Trust  Examiners,  Precedents  and  Opinions  Section  (1976  ed  ) 
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fiduciary  powers  by  a  national  bank,  thus  requiring 
consideration  of  Section  92a(b)  in  the  determination 
whether  the  exercise  of  fiduciary  powers  is  in  contra¬ 
vention  of  state  law.  Moreover,  even  if  these  opinions 
had  directly  taken  the  position  indicated  in  the  negative 
inference  above,  they  would  need  to  be  reconsidered 
in  light  of  the  subsequent  cases,  such  as  Citizens  & 
Southern  National  Bank  and  Seattle  Trust ,  establishing 
that  national  banking  laws  may  appropriately  be  ap¬ 
plied  on  a  state-by-state  basis.  Similarly,  with  respect 
to  fiduciary  activities  at  interstate  branches,  they  clearly 
would  need  to  be  reconsidered  in  light  of  the  Riegle- 
Neal  Act. 

C.  Conclusion 

Therefore,  we  conclude  that  section  92a  authorizes  a 
national  bank  that  has  been  granted  fiduciary  powers 
to  exercise  those  powers  in  any  state,  including  having 
trust  offices  in  any  state,  except  that  the  bank  may  not 
offer  such  services  in  a  state  that  prohibits  it  and  in 
which  the  state  does  not  authorize  or  permit14  its  state 
banks,  state  trust  companies  or  other  corporations  that 
compete  with  national  banks  to  offer  such  services.  An 
out-of-state  national  bank  has  the  same  authority  under 
section  92a  to  offer  fiduciary  services  in  a  state  that 
in-state  national  banks  have.  The  state  has  the  authority 
to  restrict  national  banks  from  exercising  these  powers 
only  if  it  restricts  these  powers  for  its  own  state  institu¬ 
tions.  Thus,  state  laws  prohibiting  out-of-state  fiduciar¬ 
ies  from  conducting  fiduciary  business  in  the  state,  or 
restricting  these  services,  or  conducting  such  services 
upon  state  approval  requirements  cannot  apply  to  limit  the 
section  92a  authority  of  national  banks.  Only  state  laws 
that  bar  any  or  all  fiduciary  activities  to  all  corporate 
fiduciaries,  in  particular  including  the  state’s  own  state 
banks,  state  trust  companies,  and  other  corporations,  can 
limit  out-of-state  national  banks  under  section  92a. 

In  your  proposal,  the  trust  bank  would  be  headquar¬ 
tered  in  one  state  and  have  trust  offices  in  a  number  of 
other  states.  You  have  asked  us  to  confirm  your  position 
that  section  92a  preempts  state  laws  in  these  other 
states  that  would  prohibit  the  exercise  of  fiduciary  pow¬ 
ers  by  out-of-state  national  banks,  even  though  state 
institutions  (and  m-state  national  banks)  are  permitted 
to  exercise  such  powers.  We  believe  this  is  not  a  new 
determination.  While  these  state  laws  may  not  have 


‘State  laws  that  authorize  or  permit”  the  exercise  of  fiduciary 
powers  by  state  institutions  for  purposes  of  section  92a(b)  clearly 
A/ouid  include  laws  that  specifically  authorize  state  institutions  to  act 
r  -i  specific  fiduciary  capacity  But  the  addition  of  the  term  "or  permit" 
replies  that  something  less  than  specific  authorization  in  state  stat¬ 
utes  r  ay  be  sufficient  One  such  example  could  be  instances  in 
Nt  icri  state  institutions  m  a  particular  state  are  engaged  in  a  particu- 
ar  fiduo  -ry  capacity  by  custom  or  state  administrative  determina- 
fioris,  even  though  there  is  no  express  state  statute 


been  subjected  to  examination  under  section  92a  pre¬ 
viously,  the  relationship  of  section  92a  and  state  law  is 
well  established.  Since  section  92a  applies  in  the  same 
manner  for  in-state  and  out-of-state  national  banks, 
these  state  laws  would  be  subject  to  the  same  preemp¬ 
tion  analysis  applied  to  earlier  state  laws  that  prohibited 
in-state  national  banks  from  exercising  fiduciary  pow¬ 
ers  or  that  attempt  to  place  state  approval  or  licensing 
requirements  on  the  fiduciary  activities  of  in-state  na¬ 
tional  banks.  See  Burnes  National  Bank ,  265  U.S.  at 
23-24;  Fidelity  National  Bank  &  Trust  Co.  v.  Enright,  264 
F.  236,  239  (W.D.  Mo.  1920);  OCC  Interpretive  Letter 
No.  628  (July  19,  1993),  reprinted  in  [1993-94  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  j]  83,511;  Letter 
from  Peter  Liebesman,  Assistant  Director  (March  30, 
1982)  (unpublished).15  Although  the  analytic  frame¬ 
work  is  not  new,  we  believe  it  would  be  premature  to 
apply  it  to  particular  states  at  this  time.  With  respect  to 
each  state,  that  analysis  is  more  appropriately  done 
when  an  out-of-state  national  bank,  such  as  the  pro¬ 
posed  trust  bank,  definitely  seeks  to  offer  fiduciary 
services  in  that  state. 

II.  Application  of  Section  92a(f)  to  an  Interstate 
National  Bank 

Under  section  92a(f),  if  a  national  bank  conducts  trust 
business  in  a  state  in  which  state-chartered  fiduciaries  are 
required  to  deposit  securities  with  the  state  for  the  protec¬ 
tion  of  private  or  court  trusts,  the  national  bank  is  required 
to  make  “similar  deposits.”  You  relate  that  some  states 
require  fiduciaries  to  deposit  securities  equal  to  a  speci¬ 
fied  percentage  of  all  their  trust  assets.  We  agree  with  your 
conclusion  that  a  national  bank  conducting  trust  opera¬ 
tions  in  multiple  states  is  not  required  to  calculate  the 
amount  of  any  such  deposit  required  by  a  particular  state 
on  the  basis  of  all  of  its  trust  assets  nationwide,  but  only 
on  the  basis  of  those  trust  assets  that  the  bank  administers 
from  offices  located  in  that  state. 

When  a  national  bank  conducts  trust  operations  in 
multiple  states  and  administers  trust  assets  at  offices  in 


,5See  also  OTS  Letter  No.  94/CC-13  (June  13,  1994),  reprinted  in 
[1994  Transfer  Binder]  Fed.  Banking  L  Rep.  (CCH)  H  82,814  (similar 
preemption  analysis  for  fiduciary  activities  of  federal  savings  asso¬ 
ciations).  Cf.  OCC  Letter  No.  614  (January  15,  1993),  reprinted  in 
[1992-93  Transfer  Binder]  Fed  Banking  L.  Rep  (CCH)  H  83,454 
(similar  preemption  analysis  for  state  licensing  and  visitation  require¬ 
ments  for  national  bank  lending  in  the  state);  OCC  Letter  No  475 
(March  22,  1989),  reprinted  in  [  1 989-90  Transfer  Binder]  Fed  Bank¬ 
ing  L.  Rep  (CCH)  H  83,012  (similar  preemption  analysis  for  applica¬ 
bility  of  state  approval  and  licensing  requirement  for  other  authorized 
activity);  Letter  from  James  FE.  Gillespie,  Senior  Attorney  (August  1 1 
1986)  (unpublished)  (same);  OCC  Letter  No  122  (August  1,  1979), 
reprinted  in  [1981-82  Transfer  Binder]  Fed  Banking  l  Rep  (CCH)H 
85,203  (same).  Letter  from  John  Shockey,  Chief  Counsel  (July  19, 
1977)  (unpublished)  (same)  See  generally  Guthrie  v  Harkness.  199 
U  S  148,  159  ( 1905)  (states  may  not  exercise  right  of  visitation  over 
national  banks) 
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multiple  states,  it  becomes  necessary  to  determine  how 
the  requirement  of  section  92a(f)  applies.  We  agree  that 
the  best  interpretation  is  to  apply  the  requirement  on  a 
state-by-state  basis,  applying  each  state’s  requirement 
to  trust  assets  administered  at  offices  in  that  state.  First, 
the  statute  requires  that  national  banks  make  deposits 
that  are  “similar”  to  those  required  of  state  institutions, 
and  not  those  that  are  “identical.”  Thus,  the  statute 
allows  its  requirements  to  be  imposed  in  a  flexible 
manner  to  address  changing  circumstances.  Second, 
the  obvious  purpose  of  state  deposit  requirements  is  to 
protect  beneficiaries  of  trusts  administered  in  the  state 
imposing  the  requirement.  That  purpose  will  be 
achieved  if  a  national  bank  deposits  securities  based 
upon  trust  assets  administered  in  the  state.  Indeed  to 
require  otherwise  would,  in  effect,  be  allowing  one  state 
to  impose  a  requirement  that  governs  trust  assets  in, 
and  protects  beneficiaries  in,  another  state. 

Third,  any  other  interpretation  leads  to  absurd  results, 
as  shown  in  the  following  example.  If  two  national  banks 
are  separately  conducting  trust  business  in  two  states 
(i.e.,  one  bank  in  each  state),  each  bank  is  subject  to  a 
deposit  requirement  based  on  the  deposit  requirement 
of  its  state.  If  the  two  banks  merge  (e.g.,  in  a  merger 
under  12  U.S.C.  1831  u),  then  the  deposit  requirement 
of  each  state  will  apply  to  the  total  combined  trust 
assets,  unless  section  92a(f)  is  applied  on  a  state-by¬ 
state  basis.  There  is  no  logical  reason  to  suppose  that 
Congress  intended  the  combined  bank’s  deposit  re¬ 
quirement  to  be,  in  effect,  more  than  (indeed,  perhaps 
double)  the  aggregate  of  the  requirements  for  the  sepa¬ 
rate  banks.  Finally,  we  note  that  the  Office  of  Thrift 
Supervision  has  taken  this  position  in  applying  an  iden¬ 
tical  provision  in  the  Flome  Owners’  Loan  Act  governing 
fiduciary  activities  of  federal  savings  associations,  12 
U.S.C.  1464(n)(5).  See  OTS  Letter  No.  92/CC-59  (De¬ 
cember  24,  1992),  reprinted  in  [1992-1993  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  82,645. 

Conclusion 

We  believe  a  national  bank  that  has  been  granted 
fiduciary  powers  may  offer  fiduciary  services  in,  and 
have  trust  offices  in,  multiple  states.  Such  a  national 
bank  may  exercise  any  of  the  fiduciary  powers  granted 
in  section  92a(a)  in  any  state  unless  that  state  both 
prohibits  national  banks  and  restricts  its  own  state 
institutions  from  exercising  that  fiduciary  power.  We 
also  agree  that  the  deposit  requirement  of  section 
92a(f)  is  similarly  applied  on  a  state-by-state  basis.  We 
hope  this  analysis  is  helpful  as  you  develop  your  plans 
for  the  proposed  trust  bank. 

Julie  L.  Williams 
Chief  Counsel 

★  ★  ★ 


696  —  December  1995 


Dear  Sir/Madam: 

This  is  in  response  to  your  request  that  the  Office  of  the 
Comptroller  of  the  Currency  waive  the  requirements  of 
12  CFR  9. 1 8(b)(  1 2)  to  allow  a  national  bank  to  increase 
management  fees,  use  sub-advisers,  and  appoint  an 
unaffiliated  custodian  in  the  administration  of  its  collec¬ 
tive  investment  funds.  The  OCC  hereby  grants  the  bank 
a  waiver  under  12  CFR  9.18(c)(5)1  to  allow  increased 
management  fees.  It  is  unnecessary,  however,  to  pro¬ 
vide  a  waiver  to  permit  the  bank  to  use  other  investment 
advisers  and  an  unaffiliated  custodian,  since  such  ac¬ 
tivities  already  are  consistent  with  applicable  require¬ 
ments  in  part  9  and,  therefore,  are  permissible  for 
national  banks. 

Background 

In  1988,  the  OCC  granted  the  bank  permission  to 
establish  a  collective  investment  fund  ("the  trust’’)  for 
the  collective  investment  of  (i)  individual  retirement 
account  trust  assets  exempt  from  taxation  under  sec¬ 
tion  408  of  the  Internal  Revenue  Code  of  1 986  (“Code”), 
as  amended,  and  (ii)  single  or  commingled  pension  or 
profit-sharing  trusts  maintained  in  conformity  with  sec¬ 
tion  401(a)  and  exempt  from  taxation  under  section 
501(a)  of  the  Code.  The  trust  is  a  registered  investment 
company  under  the  Investment  Company  Act  of  1940 
(“ICA”)  and  its  securities  are  registered  under  the  Se¬ 
curities  Act  of  1933. 

The  bank  seeks  to  increase  the  management  fee  it 
charges  trust  participants,  contending  that  it  provides 
services  such  as  daily  valuation  and  a  wider  range  of 
investment  options  that  would  not  be  available  to  ac¬ 
counts  managed  on  an  individual  basis.  The  bank 
further  seeks  a  waiver  of  line  item  disclosure  of  manage¬ 
ment  fees.  Instead,  the  bank  would  fully  and  accurately 
disclose  in  the  trust’s  semi-annual  financial  statements  the 
aggregate  management  fee  for  each  fund,  as  well  as  the 
fee  expressed  as  a  percentage  of  trust  assets.  You  state 
that  the  bank  would  calculate  the  actual  fee  for  any 
participant  requesting  such  information. 

The  bank  also  seeks  to  employ  its  affiliate  to  provide 
investment  recommendations  to  the  bank  concerning 
the  International  Equity  Fund  and  to  employ  an  invest¬ 
ment  management  company  to  provide  investment  rec¬ 
ommendations  concerning  the  International  Bond 


^he  OCC  has  discretion  under  section  9  18(c)(5)  to  permit  collective 
investment  funds  to  operate  and/or  invest  in  a  manner  different  from 
that  prescribed  by  part  9 
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Fund.  These  companies  would  limit  their  activities  to 
providing  investment  recommendations.  The  bank 
would  continue  to  make  all  investment  decisions.  The 
bank's  personnel  would  review  the  recommendations 
and  provide  instructions  as  to  which  trades,  if  any,  to 
execute. 

Finally,  in  order  to  satisfy  certain  requirements  under  the 
federal  securities  laws,  the  bank  seeks  to  employ  an 
unaffiliated  custodian  to  safeguard  securities  that  are 
held  overseas  for  the  International  Bond  and  Interna¬ 
tional  Equity  Funds.  The  bank  would  select,  supervise, 
and  retain  the  authority  to  terminate  the  custodian.  The 
bank  would  bear  the  expenses  associated  with  engag¬ 
ing  the  custodian  and  would  not  charge  the  trust  any 
additional  expenses  for  this  service. 

Discussion 

The  Proposed  Fee  Increase 

The  bank’s  proposed  management  fees  are  consistent 
with  arrangements  for  which  the  OCC  previously  has 
granted  waivers  of  section  9.18(b)(12).  National  banks 
may  charge  a  fee  for  managing  a  collective  investment 
fund,  provided  that  the  participant’s  share  of  that  fee, 
together  with  other  fees  charged  to  the  participant, 
does  not  exceed  fees  the  participant  would  have  paid 
had  it  not  invested  in  the  fund.  See  id.  The  OCC  in 
certain  cases  has  waived  these  restrictions  in  section 
9. 1 8(b)(  1 2),  subject  to  certain  conditions.2  The  bank 
has  requested  relief  from  three  of  the  seven  conditions 
that  have  customarily  been  imposed  in  connection  with 
waivers  of  the  management  fee  restrictions. 

The  bank  seeks  an  exemption  from  the  third  condition 
in  Interpretive  Letter  No.  413  that  employee  benefit 
accounts  participating  in  a  collective  investment  fund 
specifically  incorporate  by  reference  in  account  docu- 


2OCC  Interpretive  Letter  No  413,  reprinted  in  [1988  -  1989  Transfer 
Binder]  Fed  Banking  L  Rep  (CCHC)  Tl  85,637  (December  30  1987); 
Interpretive  Letter  No  438,  reprinted  in,  [1988- 1989  Transfer  Binder] 
Fed  Banking  L.  Rep  (CCH)  U  85,662  (January  15,  1988).  The 
conditions  in  these  letters  were  as  follows  1)  The  management  fee 
will  be  charged  for  the  provision  of  services  that  are  usually  and 
customarily  rendered  by  a  trustee  to  a  collective  fund,  2)  except  as 
provided  under  the  terms  of  the  waiver,  the  fees  and  expenses  will 
be  in  accordance  with  the  rules  and  regulations  of  the  OCC  pertain¬ 
ing  to  collective  investment  funds  and  the  interpretations  issued 
thereunder,  3)  all  employee  benefit  accounts  participating  in  the  trust 
will  specifically  incorporate  by  reference  the  terms  of  the  trust;  4)  the 
governing  documents  of  all  participating  accounts  will  specifically 
authorize  the  investment  m  the  trust  and  trustee's  fee,  5)  only  ac¬ 
counts  directed  by  the  participant  will  participate  in  the  trust,  6)  the 
fee  //II  be  disclosed  as  a  separate  line  item  on  participating  account 
statements  and  in  the  annual  financial  statements  for  the  trust,  and 
7)  ai  material  terms  affecting  the  rights  of  the  participants  will  be 
accurately  arid  fully  disclosed  in  the  declaration  of  trust 


merits  the  terms  of  the  fund.  The  bank  asserts  that  the 
condition  is  unnecessary,  in  light  of  the  intent  and  effect 
of  the  remaining  conditions  in  Interpretive  Letter  No. 
413,  considered  as  a  whole.  For  example,  the  letter 
contains  a  requirement  that  all  accounts  “specifically” 
authorize  investments  in  the  fund  and  trustee  fees. 

The  third  condition  in  Interpretive  Letter  No.  413,  that 
accounts  participating  in  a  collective  investment  fund 
specifically  incorporate  the  fund’s  terms  by  reference 
in  the  account  documents,  serves  an  important  pur¬ 
pose.  Where  a  national  bank  seeks  increases  in  the 
fees  it  charges  fund  participants,  even  though  individ¬ 
ual  accounts  initially  may  have  specifically  authorized 
investment  in  the  fund  and  the  schedule  of  trustee  fees, 
it  is  essential  that  account  holders  have  adequate 
information  concerning,  and  an  opportunity  to  approve 
specifically,  any  new  fees  that  the  bank  may  charge. 
Specifically  incorporating  by  reference  the  terms  of  the 
trust  in  account  documents  will  provide  account  hold¬ 
ers  a  mechanism  to  receive  full  disclosure  of  the 
changes  in  the  trust’s  terms,  especially  management 
fees,  that  the  bank  proposes.  Moreover,  the  bank’s 
failure  to  adhere  to  this  condition  may  affect  the  tax-ex¬ 
empt  status  of  the  trust  since  tax  rulings  appear  to 
require  employee  benefit  plans  to  incorporate  by  refer¬ 
ence  the  terms  of  a  collective  investment  fund.  See 
Revenue  Ruling  81-100,  1  C.B.  326  (1981). 

The  bank  also  seeks  relief  from  the  fifth  condition  in 
Interpretive  Letter  No.  413  limiting  participation  in  the 
trust  to  participant-directed  accounts,  in  order  to  allow 
fiduciaries  with  investment  discretion  (e.g.,  a  pension 
fund)  to  invest  in  the  trust.  This  proposal  presents  a 
potential  conflict  of  interest  in  instances  where  the 
bank,  acting  as  such  a  fiduciary,  participates  in  the 
trust,  since  the  bank  might  receive  additional  fee  in¬ 
come  from  investing  funds  under  its  discretion  in  the 
trust.  The  possible  generation  of  additional  fee  income 
might  give  the  bank  an  added  incentive  to  select  the 
trust  as  the  investment  vehicle  for  funds  over  which  it 
exercises  investment  discretion,  to  the  detriment  of  its 
fiduciary  customers.  Under  12  CFR  9.12,  which  deals 
with  self-dealing  by  national  bank  fiduciaries,  the  pro¬ 
posed  arrangement  would  be  prohibited  unless  author¬ 
ized  by  local  law,  court  order  or  the  trust  instrument. 
Accordingly,  the  OCC  will  waive  this  condition  if  local 
law  permits  the  investment  of  non-participant-directed 
accounts  in  the  trust. 

Finally,  the  bank  seeks  relief  from  the  sixth  condition  in 
Interpretive  Letter  No.  413  for  line-item  disclosure  of 
fees  due  to  the  resulting  administrative  burden  associ¬ 
ated  with  reprogramming  its  computer  systems  to  im¬ 
plement  the  condition.  The  OCC  has  waived  the 
line-item  disclosure  condition  in  cases  where  such 
disclosure  would  create  an  unreasonable  burden  on 
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the  bank.  Trust  Interpretive  Letter  No.  242,  reprinted  in 
[1989  -  1990  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)  H  83,084  (November  27,  1989).  More  recently, 
the  OCC  has  stated  that  it  will  not  require  line  item 
disclosure  of  management  fees  unless  required  by 
local  law.  See  Letter  from  Lee  Walzer,  attorney,  Secu¬ 
rities  and  Corporate  Practices  Division  (unpublished) 
(January  3,  1992).  If  Texas  banking  and  fiduciary  law 
do  not  impose  such  a  requirement,  the  bank  need  not 
provide  line  item  disclosure  of  fees  to  trust  partici¬ 
pants. 

Use  of  Affiliated  and  CJnaffiliated  Investment 
Advisers 

A  national  bank  administering  a  collective  investment 
fund  must  exercise  “exclusive  management”  over  that 
fund.  See  12  CFR  9.18(b)(12).  The  OCC  has  con¬ 
cluded,  however,  that  a  bank  may  employ  an  outside 
investment  adviser,  consistent  with  the  exclusive  man¬ 
agement  requirement,  subject  to  certain  conditions:  1) 
The  declaration  of  trust  must  “specifically  authorize”  the 
employment  of  the  adviser  and  the  charging  of  advisory 
fees  to  the  fund;  2)  each  participant  must  specifically 
authorize  investment  in  the  fund,  the  employment  of  the 
adviser,  and  the  amount  of  advisory  fees;  3)  the  bank 
must  list  the  advisory  fees  as  a  separate  line  item  on 
participant  account  statements  and  in  the  fund’s  annual 
financial  statement;  and  4)  the  bank  must  maintain 
exclusive  management  of  the  fund,  including  the  place¬ 
ment  of  trades  and  investment  decisions.  Comptroller’s 
Handbook  for  Fiduciary  Activities,  Fiduciary  Precedent 
H  9.5317  (1990).  Because  the  OCC  has  permitted  a 
collective  investment  fund  to  employ  an  outside  invest¬ 
ment  adviser,  it  is  not  necessary  to  provide  a  waiver 
from  section  9.18. 

The  OCC  has  opined  that  the  “exclusive  management 
provisions  of  12  CFR  9.18(b)(12)  are  designed  gener¬ 
ally  to  ensure  that  a  national  bank  fiduciary  has  the 
requisite  authority  to  administer  a  collective  fund  in 
satisfaction  of  all  its  fiduciary  responsibilities,  and  to 
prevent  delegations  or  reservations  of  authority  which 
interfere  with  the  bank’s  fulfillment  of  these  responsibili¬ 
ties.”  Investment  Securities  Letter  No.  53,  reprinted  in 
[1991  -  1992  Transfer  Binder]  Fed.  Banking  L.  Rep. 
(CCH)  H  83,326  (July  30,  1991).  The  OCC  has  permit¬ 
ted  an  affiliate  to  perform  services  for  a  collective 
investment  fund  that  the  bank  trustee  itself  could  per¬ 
form,  including  investment  advisory  services.  Fiduciary 
Precedent  H  9.5320.  The  “exclusive  management  re¬ 
quirement  ...  is  satisfied  as  long  as  the  trustee  bank 
establishes  specific  investment  guidelines  to  be  fol¬ 
lowed  by  the  affiliated  investment  adviser,  frequently 
reviews  the  investment  advisers  activities,  and  can 
terminate  the  contractual  relationship  at  will."  Id.  In  a 


case  involving  the  use  of  a  subsidiary  as  a  sub-adviser 
to  a  collective  investment  fund,  however,  the  OCC 
required  a  national  bank  that  employed  an  affiliate  other 
than  a  subsidiary  as  an  investment  adviser  to  provide 
separate  approval  prior  to  the  initiation  of  each  trade 
the  sub-adviser  proposed.  Letter  from  Dean  E.  Miller, 
deputy  comptroller  for  Trust  and  Compliance  (Septem¬ 
ber  13,  1989)  (unpublished). 

Designating  an  affiliate  to  perform  administrative  tasks 
or  make  investment  recommendations  does  not  alter  a 
bank’s  exclusive  management  of  a  collective  invest¬ 
ment  fund,  so  long  as  the  bank  ultimately  directs  the 
fund’s  investments.  The  bank  may  use  an  investment 
adviser,  consistent  with  the  bank’s  obligation  to  main¬ 
tain  exclusive  management  of  the  fund.  The  bank  would 
retain  exclusive  management  here  since  the  affiliate 
would  only  provide  investment  recommendations,  the 
bank  would  retain  ultimate  responsibility  for  all  invest¬ 
ment  decisions,  and  the  bank  could  terminate  use  of 
the  affiliate  at  any  time.  See  Investment  Securities  Letter 
No.  53,  supra. 

The  employment  of  an  unaffiliated  adviser  for  a  col¬ 
lective  investment  fund,  although  an  issue  of  first 
impression  for  the  OCC,  similarly  does  not  impair  a 
bank’s  exclusive  management  of  a  fund.  Employment 
of  an  unaffiliated  adviser  for  a  collective  investment 
fund  may  be  consistent  with  OCC  precedent  dis¬ 
cussed  above.  As  with  the  affiliate,  the  unaffiliated 
adviser  would  only  provide  recommendations  and 
the  bank  could  discontinue  its  employment  at  any 
time.  The  only  difference  between  the  arrangements 
with  the  two  advisers  is  their  affiliation  with  the  bank. 
That  distinction  does  not  affect  the  basic  issue  of  use 
of  sub-advisers,  which  hinges  on  whether  a  bank 
trustee  retains  the  ultimate  authority  to  determine  the 
fund’s  investments.  The  bank  has  proposed  condi¬ 
tions  for  the  use  of  an  unaffiliated  investment  adviser 
that  are  consistent  with  the  bank’s  responsibility  to 
maintain  exclusive  management  of  the  trust  and  its 
ability  to  direct  investments.  Accordingly,  a  waiver 
under  section  9.18(c)(5)  is  unnecessary. 

Employment  of  an  CJnaffiliated  Custodian 

We  conclude  that  the  bank  may  retain  “exclusive  man¬ 
agement"  over  the  International  Bond  and  Equity  Funds 
if  it  employs  an  unaffiliated  custodian  as  described 
below. 

The  ICA  requires  registered  investment  companies, 
including  the  International  Bond  and  Equity  Funds,  to 
"place  and  maintain"  securities  with  a  custodian.  15 
U.S.C.  80a-17(f).  SEC  implementing  rules  permit  in¬ 
vestment  companies  to  place  and  maintain  foreign 
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securities  with  a  foreign  custodian.* * 3  There  are  two  ways 
for  the  bank  to  comply  with  these  custodial  require¬ 
ments  for  the  International  Bond  and  Equity  Funds:  It 
may  establish  its  own  custodial  network  abroad  or 
employ  an  unaffiliated  custodian  that  has  offices  in 
those  foreign  jurisdictions  where  the  trust  invests  in 
foreign  obligations.  The  bank  must  simultaneously  ob¬ 
serve  the  requirements  of  part  9,  including  the  obliga¬ 
tion  to  exercise  “exclusive  management”  of  the  trust's 
assets. 

The  "exclusive  management”  requirement  in  section 
9.18(b)(12)  is  intended  to  prevent  delegations  that 
would  interfere  with  a  national  bank’s  fulfillment  of  its 
fiduciary  obligations  to  collective  investment  fund  par¬ 
ticipants.  The  “exclusive  management”  requirement 
does  not  forbid  all  delegations  of  authority,  however. 
See  Investment  Securities  Letter  No.  53,  supra. 

The  employment  of  an  unaffiliated  custodian,  however, 
enhances  rather  than  interferes  with  the  bank’s  ability 
to  administer  the  trust  and  meet  its  fiduciary  responsi¬ 
bilities.  The  custodial  relationship  does  not  grant  the 
custodian  any  authority  over  the  operations  of  the  trust. 
The  custodian’s  sole  responsibility  is  to  safeguard  for¬ 
eign  securities  that  the  bank  has  selected  for  invest¬ 
ment.  The  bank  has  the  right  to  terminate  the  custodial 
relationship,  which  also  demonstrates  its  “exclusive 
management.” 

The  fact  that  the  bank  is  required  separately  under  SEC 
rules  to  evaluate  periodically  the  custodial  relationship 
and  determine  that  its  continuance  is  in  the  best  inter¬ 
ests  of  the  trust  and  trust  participants  is  an  additional 
safeguard  that  the  use  of  an  unaffiliated  custodian 
would  not  affect  adversely  the  bank’s  management  of 
the  trust.  Consistent  with  this  obligation,  the  bank  has 
determined  that  its  use  of  an  unaffiliated  custodian  in 
this  instance  will  be  more  economical  and  still  preserve 
its  ability  to  exercise  exclusive  management.  Accord¬ 


The  SEC  places  four  conditions  on  the  use  of  a  foreign  custodian 
by  an  investment  company  1)  A  majority  of  the  investment  com¬ 
pany's  board  of  directors  must  conclude  that  maintaining  the  com¬ 
pany's  interests  in  a  particular  country  or  countries,  and  with  a  foreign 
custodian,  is  consistent  with  the  best  interests  of  the  company  and 

its  shareholders,  and  adopt  a  written  contract  governing  the  relation¬ 
ship  with  the  custodian,  2)  the  board  of  directors  must  establish  a 
system  to  monitor  the  custodian  to  ensure  compliance  with  ICA  rules; 

3)  a  majority  of  the  investment  company’s  board  of  directors  must 
review  at  least  annually  the  custodian  relationship  and  approve  its 
continuance  as  being  in  the  best  interests  of  the  investment  company 
and  its  shareholders  and  4)  if  the  board  of  directors  determines  that 
the  foreign  custodian  no  longer  meets  the  standards  set  forth  in  rule 
17f-5  or  the  relationship  no  longer  is  in  the  best  interests  of  the 
investment  company  and  its  shareholders,  the  company  must  with¬ 
draw  assets  in  the  custodian's  custody  as  soon  as  "reasonably 
practicable  but  no  later  than  180  days  after  the  board's  decision 
See  CFR  230  17f-8<aK1)-(4) 


ingly,  since  the  use  of  the  foreign  unaffiliated  custodian 
is  consistent  with  section  9. 1 8(b)(  1 2),  a  waiver  of  the 
exclusive  management  requirement  is  unnecessary  in 
this  case. 

Dean  Miller 

Senior  Adviser  for  Fiduciary 
Responsibilities 

★  ★  ★ 


697  —  December  1995 


Charles  A.  Neale 
General  Counsel 
National  Bank  of  Commerce 
One  Commerce  Square 
Memphis,  Tennessee  38150 

Re:  Notice  of  National  Bank  of  Commerce  of  Intent  to 
Establish  Operating  Subsidiary  Pursuant  to 
12  CFR  5.34  to  Serve  as  General  Partner  in 
Partnership  That  Will  Own  a  Trust  Company  — 
Control  No.  95-SE-08-0008 

Dear  Mr.  Neale: 

This  is  in  response  to  the  operating  subsidiary  notice 
filed  by  National  Bank  of  Commerce,  Memphis,  Tennes¬ 
see  (“the  bank”)  with  the  OCC's  Southeastern  District 
Office,  pursuant  to  12  CFR  5.34.  Due  to  the  proposed 
ownership  structure,  the  notice  was  forwarded  to  the 
Washington  Office  for  decision.  We  have  now  com¬ 
pleted  our  review  and  your  notice  is  hereby  approved, 
subject  to  the  conditions  set  forth  herein. 

Proposal 

According  to  the  notice,  as  amended  in  your  letter  of 
August  4  and  subsequent  telephone  conversations,  the 
bank  wishes  to  purchase  approximately  a  25  percent 
interest  in  Morgan  Trust  Company  (“the  trust  com¬ 
pany”),  a  state-chartered  trust  company  located  in 
Chattanooga,  Tennessee.  The  trust  company  is  wholly- 
owned  by  Morgan,  Keegan,  Inc.,  Memphis,  Tennessee, 
the  parent  holding  company  of  Morgan  Keegan  &  Com¬ 
pany,  a  registered  broker-dealer.  (Because  it  is  not 
material  for  purposes  of  this  discussion  to  distinguish 
between  Morgan,  Keegan,  Inc.  and  Morgan  Keegan  & 
Company,  hereafter  I  will  refer  to  them  collectively  as 
“Morgan  Keegan.") 

To  implement  this  plan,  the  bank  will  form  NBC  Op  Sub, 
a  wholly-owned  operating  subsidiary  with  a  capitaliza- 
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tion  of  $250,000.  At  the  same  time,  Morgan  Keegan  will 
form  a  wholly-owned  subsidiary,  MK  Sub.  Then,  NBC 
Op  Sub  and  MK  Sub  will  form  a  general  partnership  to 
be  known  as  MK/NBC  Partnership  (“the  partnership”). 
MK  Sub  will  have  a  75  percent  ownership  interest,  and 
NBC  Op  Sub  will  contribute  $250,000  for  the  remaining 
25  percent  interest  (these  ownership  interests  may  be 
adjusted  slightly,  subject  to  final  negotiations  between 
the  parties).  Morgan  Keegan  will  then  transfer  owner¬ 
ship  of  the  trust  company  to  the  partnership.  As  a  result, 
the  bank,  through  its  operating  subsidiary,  will  have  a 
25  percent  ownership  interest  in  the  trust  company.  In 
no  event  will  the  total  investment  of  the  bank  and  NBC 
Op  Sub  in  the  partnership  exceed  5  percent  of  the 
bank’s  equity  capital  and  unimpaired  surplus. 

By  the  terms  of  the  partnership  agreement,  the  partner¬ 
ship  will  be  limited  to  performing  activities  that  are 
permissible  for  a  national  bank  with  fiduciary  powers, 
and  in  no  event  will  the  partnership  be  permitted  to 
engage  in  accepting  deposits,  making  loans,  or  cash¬ 
ing  checks.  It  will  be  managed  by  an  eight-member 
steering  committee  consisting  of  six  members  ap¬ 
pointed  by  MK  Sub  and  two  members  appointed  by 
NBC  Op  Sub.  However,  major  partnership  decisions 
(including  such  things  as  engaging  in  additional  activi¬ 
ties  and  changes  in  partners)  will  require  unanimous 
approval  of  the  steering  committee,  thus  giving  the 
bank  a  veto  power  over  such  matters.  The  partners  will 
share  in  partnership  profits  and  losses  in  proportion  to 
their  ownership  interests.  The  partnership  agreement 
also  provides  that  the  partnership  will  be  subject  to 
supervision  and  examination  by  the  OCC. 

Although  the  trust  company  is  chartered  under  Tennes¬ 
see  law,  because  it  will  be  owned  by  a  partnership 
involving  a  national  bank,  it  must  limit  its  activities  to 
those  that  are  permissible  for  a  national  bank.  There¬ 
fore,  it  will  be  operated  so  as  to  comply  with  both  state 
law  and  OCC  regulations  concerning  fiduciary  activi¬ 
ties  of  national  banks  and  will  not  engage  in  activities 
that  would  not  be  permissible  for  a  national  bank  with 
trust  powers.  The  parties  have  agreed  that  it  will  be 
subject  to  examination  by  the  OCC  if  the  OCC  so 
chooses,  as  well  as  state  regulators.  The  trust  company 
is  not  a  member  of  the  FDIC  or  the  Federal  Reserve 
System  and  does  not  accept  deposits,  make  loans,  or 
cash  checks,  nor  will  it  engage  in  any  activities  that 
would  cause  it  to  be  a  “bank”  within  the  meaning  of  the 
Bank  Holding  Company  Act,  12  USC  1841  et  seq. 

Once  joint  ownership  is  implemented,  the  trust  com¬ 
pany  will  be  governed  by  an  eight-member  board  of 
directors,  consisting  of  six  directors  chosen  by  MK  Sub 
and  two  chosen  by  NBC  Op  Sub.  Similar  to  the  partner¬ 
ship,  major  decisions  will  require  unanimous  apptoval 
by  the  board  of  directors,  giving  the  bank  a  veto  power 


in  such  matters.  The  trust  company  has  one  office,  in 
Chattanooga.  It  provides  fiduciary  services  of  the  sort 
currently  offered  by  the  trust  department  of  the  bank, 
which  will  continue  to  operate  independently  of  the  trust 
company. 

Analysis 

A.  National  Bank  Incidental  Powers  (12  CI.S.C. 

24  (Seventh)) 

Your  application  raises  questions  about  the  authority  of 
a  national  bank  to  hold  —  directly,  or  indirectly  through 
an  operating  subsidiary  —  a  minority  equity  interest  in 
an  enterprise  such  as  the  trust  company.  Any  discus¬ 
sion  of  what  national  banks  can  do  must  start  with  12 
U.S.C.  24(Seventh),  the  primary  legal  authority  for  the 
powers  of  national  banks.  Section  24(Seventh)  begins 
by  saying  that  a  national  bank  may  exercise: 

all  such  incidental  powers  as  shall  be  necessary 
to  carry  on  the  business  of  banking;  by  discount¬ 
ing  and  negotiating  promissory  notes,  drafts,  bills 
of  exchange,  and  other  evidences  of  debt;  by 
receiving  deposits;  by  buying  and  selling  ex¬ 
change,  coin,  and  bullion;  by  loaning  money  on 
personal  security;  and  by  obtaining,  issuing,  and 
circulating  notes  according  to  the  provisions  of 
title  62  of  the  Revised  Statutes. 

This  provision  has  remained  virtually  unchanged 
since  the  enactment  of  the  National  Bank  Act  in  1 864. 
Section  24(Seventh)  also  includes  language,  com¬ 
monly  referred  to  as  section  16  of  the  Glass-Steagall 
Act,  that  is  sometimes  described  as  a  prohibition  on 
any  stock  ownership.  However,  this  characterization 
is  mistaken. 

The  preamble  to  the  Glass-Steagall  Act  (formally,  the 
Banking  Act  of  1933),  ch.  89,  48  Stat.  162,  states  that 
the  act  is  intended  to  prevent  the  undue  diversion  of 
bank  funds  into  “speculative  operations.”  The  courts 
and  commentators  have  agreed  that  this  was  one  of  its 
primary  motivations.  See,  e.g.,  Securities  Industry  As¬ 
sociation  v.  Board  of  Governors  of  the  Federal  Reserve 
System,  468  U.S.  137,  145  (1984);  Investment  Com¬ 
pany  Institute  v.  Camp,  401  U.S.  616,  630  (1971); 
Securities  Industry  Association  v.  Board  of  Governors 
of  the  Federal  Reserve  System,  807  F.2d  1052,  1067 
(D.C.  Cir.  1986),  cert,  denied,  483  U.S.  1005  (1987); 
Michael  S.  Raab,  Note,  The  Transparency  Theory:  An 
Alternative  Approach  to  Glass-Steagall  Issues,  97  Yale 
L.J.  603,  606-07  (1988).  Thus,  it  has  long  been  the 
OCC's  position  that  the  purpose  of  section  16  was  not 
to  outlaw  stock  ownership  by  national  banks  that  is 
incidental  to  banking,  but  only  to  prevent  speculative 
stock  investments. 
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Accordingly,  for  over  30  years  the  OCC  has  authorized 
national  banks  to  form  operating  subsidiary  corpora¬ 
tions  under  the  authority  of  12  U.S.C.  24(Seventh).  The 
OCC  first  codified  its  views  on  Section  16,  the  non- 
speculative  ownership  of  stock,  and  operating  subsidi¬ 
aries  in  a  1966  interpretive  ruling,  12  CFR  7.10.  That 
analysis  is  worth  repeating  here,  for  it  is  not  only  an 
accurate  explication  of  section  16,  but  it  is  as  valid  for 
minority  stock  purchases  as  it  is  for  ownership  of  oper¬ 
ating  subsidiaries. 

The  analysis  began  by  reciting  the  OCC’s  conclusion 
that  national  banks  may  acquire  and  hold  the  stock  of 
operating  subsidiaries.  It  then  continued: 

(b)  (1)  The  Comptroller’s  position  involves  his 
interpretation  of  the  sentence  in  12  U.S.C.  24(7) 
which  has  been  mistakenly  characterized  by 
some  as  a  “stock-purchase  prohibition.”  Such 
sentence  reads  as  follows: 

Except  as  hereinafter  provided  or  otherwise 
permitted  by  law,  nothing  herein  contained 
shall  authorize  the  purchase  by  *  *  *  [a 
national  banking]  association  for  its  own  ac¬ 
count  of  any  shares  of  stock  of  any  corpora¬ 
tion.  (Bracketed  material  added.) 

This  sentence  is  plainly  not  a  prohibition  against 
any  form  of  acquisition  and  ownership  by  a  na¬ 
tional  bank  of  stock  in  another  corporation.  In¬ 
deed  the  sentence  is  not  even  a  stock-purchase 
prohibition.  Instead  by  its  terms,  the  quoted  sen¬ 
tence  is  only  a  disclaimer  that  certain  of  the  pro¬ 
visions  of  12  U.S.C.  24(7)  shall  not  be  interpreted 
to  mean  that  a  national  bank  may  purchase  stock 
in  another  corporation,  except  as  immediately  set 
forth  thereafter.  In  other  words,  instead  of  being  a 
prohibition,  the  quoted  sentence  simply  disavows 
or  negates  any  construction  of  certain  provisions 
of  12  U.S.C.  24(7)  as  granting  to  national  banks 
the  power  to  purchase  stock  in  other  corporations. 

(2)  Logic  compels  the  conclusion  that  the  dis¬ 
claimer  sentence  refers  only  to  the  investment 
securities  provision  of  12  U.S.C.  24(7)  within 
which  the  disclaimer  sentence  appears.  Clearly, 
the  disclaimer  sentence  is  not  applicable  to  all 
provisions  of  1 2  U.S.C.  24(7)  which  precede  such 
sentence.  .  .  . 

(3)  .  .  [T]he  legislative  history  of  the  disclaimer 
sentence  demonstrates  that  it  was  designed  to 
apply  exclusively  to  the  investment  securities  pro¬ 
visions  .  .  .  The  purpose  of  the  disclaimer  sen¬ 
tence  is  to  prevent  a  national  bank  from  dealing 
in,  underwriting,  and  otherwise,  speculatively  in¬ 


vesting  in  corporate  stock  in  the  same  way  as  a 
national  bank  is  empowered  with  respect  to  in¬ 
vestment  securities. 

(4)  It  cannot  be  said  that  the  disclaimer  sentence 
was  intended  by  Congress  to  generally  circum¬ 
scribe  the  authority  of  national  banks  to  acquire 
and  hold  stock  in  any  and  all  corporate  subsidiar¬ 
ies.  The  legislative  histories  of  the  Banking  Acts 
of  1933  and  1935  show  that  Congress’  concern 
regarding  corporate  affiliates  of  national  banks 
was  limited  to  holding  company  affiliates  and 
affiliates  engaged  in  speculative  stock  trading, 
underwriting,  and  investment  activities.  Clearly, 
the  legislative  intent  with  respect  to  the  disclaimer 
sentence  was  not  to  deny  to  national  banks  the 
authority  to  acquire  and  hold  stock  in  corporations 
as  an  incident  to  and  to  facilitate  the  banks'  con¬ 
duct  of  their  banking  business. 

12  CFR  7.10  (1966)  (footnotes  omitted,  emphasis 
added).  In  addition,  national  banks  may  own  shares  in 
corporations  at  levels  less  than  that  required  for  an 
operating  subsidiary,  under  certain  circumstances.  As 
long  ago  as  1966  we  approved  a  bank’s  ownership  of 
a  minority  interest  in  a  corporation  that  operated  a  credit 
card  clearinghouse  for  the  benefit  of  the  owner  banks. 
Letter  of  James  J.  Saxon,  Comptroller  of  the  Currency 
(October  12,  1966).  Many  other  approvals  have  fol¬ 
lowed  over  the  years.1 

Clearly,  national  banks  can  own  stock  in  corporations 
other  than  operating  subsidiaries,  provided  that  certain 
requirements  or  standards  are  satisfied.  There  are  ba¬ 
sically  four  of  these  standards,  distilled  from  our  pre¬ 
vious  decisions: 

1 )  The  activities  of  the  enterprise  in  which  the  invest¬ 
ment  is  made  must  be  limited  to  activities  that  are 
part  of,  or  incidental  to,  the  business  of  banking; 

2)  The  bank  must  be  able  to  prevent  the  enterprise 
from  engaging  in  activities  that  do  not  meet  the 
foregoing  standard; 

3)  The  bank’s  loss  exposure  must  be  limited,  as  a 
legal  and  accounting  matter,  and  the  bank  must 
not  have  open-ended  liability  for  the  obligations 
of  the  enterprise;  and 

4)  The  investment  must  be  convenient  or  useful  to 
the  bank  in  carrying  out  its  business  and  not  a 
mere  passive  investment  unrelated  to  that  bank's 
banking  business. 


'Many  of  these  precedents  are  cited  throughout  this  letter,  and 


164  Quarterly  Journal.  Vol.  15,  No.  I,  March  1996 


Each  of  these  factors  is  discussed,  in  turn,  below. 

1.  The  activities  of  the  enterprise  in  which  the  invest¬ 
ment  is  made  must  be  limited  to  activities  that  are  part 
of,  or  incidental  to,  the  business  of  banking. 

Our  precedents  on  minority  stock  ownership  have  rec¬ 
ognized  that  the  enterprise  in  which  the  bank  takes  an 
equity  interest  must  confine  its  activities  to  those  that 
are  part  of  or  incidental  to  the  conduct  of  the  banking 
business.  This  interpretation  preserves  the  overall 
scheme  of  regulation  of  the  national  banking  system 
established  by  Congress. 

For  instance,  since  a  national  bank  can  provide  options 
clearing  services  to  customers,  it  can  purchase  stock 
in  a  corporation  providing  options  clearing  services. 
Interpretive  Letter  No.  380,  [1988- 1989  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  85,604  n.8  (December 
29,  1986).  Since  the  operation  of  an  ATM  network  is  “a 
fundamental  part  of  the  basic  business  of  banking,”  an 
equity  investment  in  a  corporation  operating  such  a 
network  is  permissible.  Letter  of  Robert  B.  Serino,  Dep¬ 
uty  Chief  Counsel  (November  9,  1992).  Check  verifica¬ 
tion  services  are  incidental  to  banking,  so  banks  may 
purchase  stock  of  a  corporation  providing  check  veri¬ 
fication  services.  Letter  of  John  E.  Shockey,  Deputy 
Chief  Counsel  (June  7,  1976).  The  precedents  cited 
above  all  demonstrate  that  the  activities  of  the  entity  in 
which  the  investment  is  made  must  be  part  of  or  inci¬ 
dental  to  banking. 

Turning  to  the  bank’s  application,  the  fiduciary  activities 
in  which  the  trust  company  will  engage  are  permissible 
for  a  national  bank  with  trust  powers.  1 2  U.S.C.  92a;  1 2 
CFR  9.1(c).  Indeed,  the  bank’s  trust  department  gener¬ 
ally  performs  these  activities  already.  Therefore,  this 
standard  is  satisfied. 

2.  The  bank  must  be  able  to  prevent  the  enterprise  from 
engaging  in  activities  that  do  not  meet  the  foregoing 
standard. 

This  is  an  obvious  corollary  of  the  first  standard.  It  is  not 
enough  that  the  enterprise’s  activities  are  permissible 
at  the  time  the  bank  first  purchases  stock;  they  must 
also  remain  that  way  for  as  long  as  the  bank  has  an 
ownership  interest.  This  standard  may  be  met  in  differ¬ 
ent  ways,  depending  upon  the  type  of  entity  in  which 
the  investment  is  made. 

Ordinarily,  in  the  absence  of  agreement  otherwise, 
each  partner  in  a  general  partnership  has  equal  rights 
in  the  management  and  conduct  of  the  partnership 
business,  regardless  of  the  level  of  "ownership.”  Uni¬ 
form  Partnership  Act  401(f)  (1994).  In  addition,  part¬ 
ners  can  allocate  control  among  themselves  through  a 


partnership  agreement.  Id.  103(a).  Such  agreements 
commonly  require  a  unanimous  vote  on  matters 
deemed  to  be  fundamental,  thus  giving  each  partner  a 
veto  power.  Therefore,  when  a  national  bank  invests 
(through  an  operating  subsidiary)  in  a  general  partner¬ 
ship,  the  OCC  requires  that  the  bank  be  able  to  exercise 
a  veto  power  over  the  activities  of  the  partnership.  See, 
e.g.,  Interpretive  Letter  No.  625,  [1993-1994  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,507  (July  1, 
1993).  This  ensures  that  the  bank  will  not  become 
involved  in  impermissible  activities. 

A  minority  shareholder  in  a  corporation  may  not  pos¬ 
sess  comparable  veto  power.  In  that  case,  the  OCC  has 
required  that  the  corporation’s  articles  of  incorporation 
or  bylaws  limit  its  activities  to  those  that  are  permissible 
for  national  banks.  See,  e.g.,  Letters  of  Peter  Liebesman, 
Assistant  Director,  Legal  Advisory  Services  Division 
(January  26,  1981  and  January  4,  1983). 

In  the  present  case,  by  the  terms  of  the  partnership 
agreement,  the  partnership  will  be  limited  to  performing 
activities  that  are  permissible  for  a  national  bank  with 
fiduciary  powers.  Major  partnership  decisions  will  re¬ 
quire  unanimous  approval  of  the  steering  committee, 
giving  the  bank  a  veto  power  over  such  matters.  You 
have  represented  that  the  trust  company’s  activities  will 
remain  limited  to  those  that  are  permissible  for  a  na¬ 
tional  bank  with  fiduciary  powers.  In  addition,  the  trust 
company  will  be  governed  in  a  manner  similar  to  the 
partnership,  since  major  decisions  will  require  unani¬ 
mous  approval  by  the  board  of  directors.  Since  the 
bank  will  have  a  veto  power  at  both  the  partnership  and 
trust  company  levels,  the  second  standard  will  be 
satisfied,  as  well. 

3.  The  bank's  loss  exposure  must  be  limited,  as  a 
legal  and  accounting  matter,  and  the  bank  must  not 
have  open-ended  liability  for  the  obligations  of  the 
enterprise. 

A  primary  concern  of  the  OCC  is  that  national  banks 
should  not  be  subjected  to  undue  risk.  Where  an  invest¬ 
ing  bank  will  not  control  the  operations  of  the  entity  in 
which  the  bank  holds  an  interest,  it  is  important  that  a 
national  bank’s  investment  not  expose  it  to  unlimited 
liability.  Normally,  this  is  not  a  concern  when  investing 
in  a  corporation,  for  it  is  generally  accepted  that  a 
corporation  is  an  entity  distinct  from  its  shareholders  or 
members,  with  its  own  separate  rights  and  liabilities.  1 
W.  Fletcher,  Cyclopedia  of  the  Law  of  Private  Corpora¬ 
tions  25  (rev.  perm.  ed.  1990).  Thus,  shareholders  are 
protected  by  the  "corporate  veil”  from  personal  liability 
for  the  debts  of  the  corporation.  Unless  there  are 
grounds  for  "piercing  the  corporate  veil,"  a  corporate 
shareholder's  possible  losses,  as  a  legal  matter,  are 
limited  to  the  amount  invested.  The  shares  may  become 
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worthless,  but  at  least  the  shareholder  will  have  no 
liability  for  the  corporation’s  obligations. 

General  partnerships  present  a  different  picture.  Na¬ 
tional  banks  are  not  permitted  to  be  partners  in  general 
partnerships  due  to  the  potential  unlimited  liability  for  the 
acts  of  other  partners  within  the  scope  of  the  partnership. 
Merchants  National  Bank  v.  Wehrmann,  202  U.S.  295 
( 1 906).  However,  the  OCC  permits  operating  subsidiaries 
of  national  banks  to  enter  into  general  partnerships  that 
engage  in  bank-permissible  activities  because  the  cor¬ 
porate  veil  of  the  subsidiary  corporation  protects  the  bank 
from  the  potentially  open-ended  exposure  associated 
with  a  direct  partnership  investment.  Interpretive  Letter 
No.  289,  [1983-1984  Transfer  Binder]  Fed.  Banking  L. 
Rep.  (CCH)  T]  85,453  (May  15,  1984). 

Such  is  the  case  here.  In  addition,  the  OCC’s  Office  of 
the  Chief  Accountant  has  advised  that  the  appropriate 
accounting  treatment  for  the  investment  in  the  trust 
company  would  be  to  report  it  as  an  unconsolidated 
subsidiary  under  the  equity  method  of  accounting.  This 
treatment  is  used  when,  as  here,  an  investor  owns  a  20 
percent  to  50  percent  equity  interest  in  an  “investee” 
corporation.  Under  this  method,  losses  recognized  by 
the  investor  are  generally  limited  to  the  amount  of  the 
investment  (including  extensions  of  credit  or  guaran¬ 
tees,  if  any)  shown  on  the  investor’s  books.  See  gener¬ 
ally,  Accounting  Principles  Board,  Op.  18,  H  19  (1971) 
(equity  method  of  accounting  for  investments  in  com¬ 
mon  stock). 

Therefore  it  appears  that,  for  both  legal  and  accounting 
purposes,  the  bank’s  potential  loss  exposure  will  be 
limited  to  the  amount  of  its  investment  (plus,  potentially, 
the  amount  of  any  additional  extensions  of  credit).  In 
either  case,  its  exposure  should  be  quantifiable  and 
controllable. 

4.  The  investment  must  be  convenient  or  useful  to  the 
bank  in  carrying  out  its  business  and  not  a  mere  passive 
investment  unrelated  to  that  bank’s  banking  business. 

As  we  have  seen,  12  U.S.C.  24(Seventh)  gives  national 
banks  incidental  powers  that  are  “necessary”  to  carry 
on  the  business  of  banking.  “Necessary”  has  been 
judicially  construed  to  mean  "convenient  or  useful." 
Arnold  Tours,  Inc.  v.  Camp,  472  F.2d  427,  432  (1st  Cir. 
1972).  We  have  also  seen  that  the  purpose  of  the 
disclaimer  provision  in  section  16  was  only  to  make  it 
clear  that  the  investment  securities  language  preced¬ 
ing  the  disclaimer  was  not  intended  to  authorize  specu¬ 
lative  investments  in  stock.  Therefore,  a  consistent 
thread  running  through  our  precedents  concerning 
stock  ownership  is  that  it  must  be  convenient  or  useful 
to  the  bank  in  conducting  that  bank's  banking  business. 
The  investment  must  benefit  or  facilitate  that  business, 


and  cannot  be  a  mere  passive  or  speculative  invest¬ 
ment.  Some  examples  drawn  from  our  precedents  will 
help  to  illustrate  this  standard. 

In  the  Serino  Letter,  supra,  we  permitted  a  national  bank 
to  take  an  equity  interest  in  a  corporation  operating  an 
automated  teller  machine  and  point  of  sale  network.  We 
found  that  purchase  of  the  stock  was  not  for  speculative 
purposes,  but  would  facilitate  the  bank’s  participation 
in  the  network.  Interpretive  Letter  No.  543,  [1990-1991 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,255 
(February  13,  1991),  involved  the  purchase  of  stock  in 
a  corporation  providing  information  on  the  government 
securities  market.  Ownership  of  the  stock  would  be 
useful  to  the  investing  bank’s  business  as  a  primary 
dealer  in  U.S.  government  securities. 

In  Interpretive  Letter  No.  554,  [1991-1992  Transfer 
Binder]  Fed.  Banking  L.  Rep.  (CCH)  ^  83,301  (May  7, 
1990),  we  approved  the  purchase  of  stock  in  a  com¬ 
pany  affiliated  with  a  banking  industry  captive  insur¬ 
ance  company,  where  purchasing  the  stock  was 
necessary  to  enable  the  bank  to  obtain  insurance  from 
the  captive  insurer.  Since  adequate  insurance  is  a 
business  necessity,  it  is  incidental  to  the  business  of 
banking  for  a  national  bank  to  obtain  insurance  cover¬ 
age  for  itself  and  its  directors  and  officers.  Interpretive 
Letter  No.  427,  [1988-1989  Transfer  Binder]  Fed.  Bank¬ 
ing  L.  Rep.  (CCH)  H  85,651  (May  9,  1988),  concerned 
the  purchase  of  stock  in  the  Federal  Agricultural  Mort¬ 
gage  Corporation  (Farmer  Mac).  Purchase  of  the  stock 
was  necessary  for  banks  to  participate  in  the  agricul¬ 
tural  mortgage  secondary  market  promoted  by  Farmer 
Mac,  and  such  participation  would  be  useful  and  bene¬ 
ficial  to  the  investing  banks’  banking  business. 

Interpretive  Letter  No.  421 ,  [1988- 1989  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  85,645  (March  14, 
1988),  approved  the  purchase  of  stock  in  a  corporation 
providing  services  to  participants  in  the  government 
securities  market.  The  inquiring  national  bank  would 
benefit  in  its  own  banking  business  through  reduced 
costs  and  being  able  to  take  advantage  of  services 
provided  by  the  corporation.  Finally,  Interpretive  Letter 
No.  380,  supra,  approved  the  purchase  of  stock  in  an 
options  clearing  corporation,  necessary  for  the  bank  to 
do  business  as  a  futures  commission  merchant. 

Many  of  our  precedents  concerning  minority  share¬ 
holdings  have  involved  nonprofit  corporations  that  did 
not  pay  dividends.  Where  this  was  the  case,  it  naturally 
was  cited  as  a  reason  why  the  investment  was  not 
undertaken  for  speculative  purposes.  The  trust  com¬ 
pany,  on  the  other  hand,  is  a  for-profit  enterprise  that 
will  pay  dividends  if  it  is  profitable.  In  applying  the 
business  purpose  standard,  the  OCC  has  not  limited 
permissible  stock  ownership  arrangements  to  only  non 
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profit  corporations,  or  situations  where  no  financial 
return  was  expected.  The  fact  that  the  enterprise  is  a 
for-profit  corporation  and  may  pay  dividends  will  not 
cause  the  OCC  to  disapprove  stock  ownership  if  an 
adequate  business  purpose  is  present.  Serino  Letter, 
supra;  Interpretive  Letter  No.  554,  supra;  Letter  of 
James  M.  Kane,  Central  District  Counsel  (June  8, 

1 988);  Letter  of  John  E.  Shockey,  Deputy  Chief  Counsel 
(December  19,  1975). 2 

As  you  have  explained,  there  are  several  business 
reasons  why  the  bank  wishes  to  participate  in  the 
operation  of  the  trust  company  despite  having  its  own 
trust  department.  The  bank  has  found  it  difficult  to 
develop  new  trust  customers  on  its  own,  but  Morgan 
Keegan’s  customers  are  an  ideal  source  of  trust  busi¬ 
ness,  for  as  investors  become  older  and  accumulate 
more  assets,  they  tend  to  become  interested  in  trust 
services.  Participating  in  the  trust  company  will  enable 
the  bank  to  build  relationships  with  these  customers, 
with  opportunities  for  cross-selling  of  products.  In  ad¬ 
dition,  the  bank’s  existing  trust  department  back  office 
will  provide  support  services  to  the  trust  company.  This 
will  permit  the  bank  to  leverage  its  back  office  facilities. 
Finally,  it  will  be  beneficial  for  the  bank  to  have  a 
business  relationship  with  Morgan  Keegan,  since  it  is 
the  largest  brokerage  house  in  the  region  and  may  be 
a  source  of  other  new  business  opportunities  for  the 
bank  in  the  future.  For  these  reasons,  the  bank’s  pro¬ 
posed  investment  benefits  and  furthers  its  banking 
business  and  will  not  be  merely  a  passive  or  specula¬ 
tive  investment. 

To  summarize,  NBC  Op  Sub,  the  partnership,  and  the 
trust  company  will  engage  only  in  activities  that  are  part 
of,  or  incidental  to,  the  business  of  banking,  and  the 
bank  will  have  the  ability  to  prevent  all  of  these  entities 
from  engaging  in  any  activities  that  do  not  meet  this 
standard.  The  bank’s  loss  exposure  will  be  limited  to  the 
amount  of  its  investment  and  it  will  not  have  open- 
ended  liability  for  the  obligations  of  NBC  Op  Sub,  the 
partnership,  or  the  trust  company.  The  bank  also  has 
demonstrated  how  having  an  equity  interest  in  the  trust 
company  will  facilitate  its  banking  business.  Therefore, 
since  the  bank  could  make  the  investment  directly,  it 
may  do  so  indirectly  through  an  operating  subsidiary. 


2ln  addition,  some  of  our  precedents  dealt  with  membership  corpo¬ 
rations  in  which  shareholders  received  membership  certificates 
rather  than  shares  of  stock.  See,  e  g.,  1976  Shockey  Letter,  supra. 
This  is  a  difference  in  form  rather  than  substance,  and  such  certifi¬ 
cates  have  been  treated  as  shares  of  stock  for  purposes  of  the  legal 
analysis 


Accordingly,  there  is  no  legal  objection  to  the  ownership 
structure  that  you  propose  3 

B.  Glass-Steagall  Act,  Sections  20  and  32 

Section  20  of  the  Glass-Steagall  Act,  12  U.S.C.  377, 
provides  that  no  Federal  Reserve  System  member  bank 
shall  be  affiliated  in  any  manner  described  in  12 
U.S.C.  221a  with  a  business  organization  engaged 
principally  in  the  issue,  flotation,  underwriting,  public 
sale,  or  distribution  of  securities.  Since  the  trust  com¬ 
pany  will  not  be  a  member  bank,  this  section  will  not 
apply  to  it. 

The  proposed  structure’s  effect  on  the  bank  must  also 
be  examined,  though,  since  it  is  a  member  bank.  The 
bank  will  not  be  in  violation  of  section  20,  even  assum¬ 
ing  for  purposes  of  discussion  that  Morgan  Keegan  is 
engaged  principally  in  the  described  activities.  None 
of  the  four  tests  for  affiliate  status  in  12  U.S.C.  221a  is 
met.  Neither  the  bank  nor  its  parent  holding  company 
will,  as  a  result  of  the  partnership,  own  or  control  a 
majority  of  any  of  the  shares  or  control  the  election  of  a 
majority  of  the  directors  of  Morgan  Keegan.  12  U.S.C. 
221a(b)(1),  (2).  No  directors  of  Morgan  Keegan  will  be 
directors  of  the  bank,  nor  will  Morgan  Keegan  own  or 
control  a  majority  of  the  bank’s  shares  or  control  in  any 
manner  the  election  of  a  majority  of  the  bank’s  directors. 
12  U.S.C.  221a(b)(3),  (4).  In  short,  the  partnership  will 
not  cause  the  bank  to  become  affiliated  with  Morgan 
Keegan  in  any  manner  described  in  12  U.S.C.  221a. 
See,  e.g.,  Interpretive  Letter  No.  622,  [1993- 1994  Trans¬ 
fer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,504  (April 
9,  1993);  Interpretive  Letter  No.  516,  [1990-1991  Trans¬ 
fer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  83,220  (July 
12,  1990);  Interpretive  Letter  No.  411,  [1988-1989 
Transfer  Binder]  Fed.  Banking  L.  Rep.  (CCH)  H  85,635 
(January  20,  1988). 

Section  32  of  the  Glass-Steagall  Act,  12  U.S.C.  78, 
provides  that  no  officer,  director,  or  employee  of  any 
business  organization  primarily  engaged  in  the  issue, 
flotation,  underwriting,  public  sale,  or  distribution  of 
securities  shall  serve  at  the  same  time  as  an  officer, 
director,  or  employee  of  a  member  bank.  Once  again, 
this  section  will  not  apply  to  the  trust  company  since  it 


3There  is  OCC  precedent  very  similar  to  your  proposal  A  1990 
application  concerned  an  operating  subsidiary  of  a  national  bank 
that  would  be  a  general  partner  in  a  partnership  with  a  subsidiary  of 
a  securities  firm,  much  as  in  your  plan  Each  partner  was  to  hold  a 
50  percent  interest  in  the  partnership  The  partnership,  in  turn,  would 
own  99.9  percent  of  a  national  trust  bank  subsidiary,  giving  the  bank 
a  49.95  percent  interest  in  the  trust  bank  The  application  was 
approved  Letter  of  J  Michael  Shepherd,  Senior  Deputy  Comptroller, 
Corporate  and  Economic  Programs  (March  26,  1990) 


Quarterly  Journal,  Vol.  15,  Ho.  1.  March  1996  167 


is  not  a  member  bank;  no  impermissible  section  32 
affiliations  will  exist  with  respect  to  the  bank.  For  these 
reasons,  your  proposal  does  not  violate  any  provision 
of  the  Glass-Steagall  Act. 

C.  Other  Issues 

1.  Partnership 

Some  features  of  the  partnership,  such  as  its  activities 
and  the  bank’s  veto  power,  have  already  been  touched 
upon  in  discussing  other  issues.  Certain  other  points 
about  the  partnership  should  also  be  briefly  mentioned. 
Since  the  OCC  considers  a  general  partnership  to  be 
an  activity  of  the  partner  operating  subsidiary,  and 
since  we  reserve  the  right  to  supervise  and  examine 
operating  subsidiaries  under  12  CFR  5.34(d)(3),  the 
Office  requires  that  it  have  the  right  to  supervise  and 
examine  general  partnerships  involving  operating  sub¬ 
sidiaries.  See,  e.g.,  Interpretive  Letter  No.  625,  supra; 
Interpretive  Letter  No.  381 ,  [1988- 1989  Transfer  Binder] 
Fed.  Banking  L.  Rep.  (CCH)  H  85,605  (May  5,  1987). 
You  have  represented  that  the  OCC  will  have  the  right 
to  supervise  and  examine  the  partnership. 

The  OCC  has  not  required  any  minimum  ownership 
level  when  operating  subsidiaries  participate  in  general 
partnerships.  A  search  of  our  precedents  will  reveal  a 
wide  range  of  equity  levels,  including  minority  interests. 
See,  e.g.,  Letter  of  Vernon  E.  Fasbender,  Director  for 
Analysis,  Southeastern  District  (December  6,  1990) 
(bank  operating  subsidiary  to  own  60  percent  of  part¬ 
nership);  Interpretive  Letter  No.  369,  [1985-1987  Trans¬ 
fer  Binder] 

Fed.  Banking  L.  Rep.  (CCFI)  85,539  (September  25, 
1986)  (51  percent);  Interpretive  Letter  No.  625,  supra 
(50  percent);  Interpretive  Letter  No.  381,  supra  {33  1/3 
percent).  A  25  percent  ownership  interest  in  the  part¬ 
nership  is  therefore  permissible. 

2.  Affiliate  Transactions 

The  trust  company  will  be  an  affiliate  of  the  bank  for 
purposes  of  section  23A  of  the  Federal  Reserve  Act,  12 
U  S.C.  371c.4  It  does  not  appear  that  it  will  be  an  affiliate 
of  the  bank  under  section  23B  since  banks  (including 
trust  companies)  are  exempted  from  the  definition  of 


4  An  "affiliate"  includes  "a  bank  subsidiary  of  the  member  bank,”  12 
USC  371c(b)(1)(B);  a  subsidiary"  means  a  company  that  is  con¬ 
trol  ‘id  by  another  company,  a  "company"  includes  a  member  bank 
and  a  bank  and  a  "bank"  includes  a  trust  company,  12  USC. 
371c(b)(4)-(6)  and  a  company  is  deemed  to  control  another  com¬ 
pany  if  the  former  has  the  power  to  vote  at  least  25  percent  of  any 
c  ass  of  the  latter's  voting  shares,  12  USC  371c(b)(3)(A)  As  de- 
sor  ood  more  fully  in  the  to/t  the  bank  will  ultimately  have  approxi- 
rr  atei/  a  25  percent  voting  interest  in  the  trust  company 


“affiliate”  in  1 2  U.S.C.  37 1  c-1  (d).  It  also  does  not  appear 
that  the  partnership  will  be  an  affiliate  of  the  bank  for 
purposes  of  either  section  because  it  does  not  satisfy 
any  of  the  statutory  definitions  of  "affiliate,”  see  12 
U.S.C.  371c(b)(1).  In  any  event,  you  have  represented 
that  all  transactions  between  the  bank  and  NBC  Op  Sub 
on  one  hand,  and  the  partnership  and  the  trust  com¬ 
pany  on  the  other,  will  be  conducted  in  a  manner 
consistent  with  both  sections  23A  and  23B. 

3.  Depository  Institution  Management  Interlocks  Act 

The  Depository  Institution  Management  Interlocks  Act 
(DIMIA)  prohibits  management  or  director  interlocks 
between  unaffiliated  depository  institutions  located  in 
the  same  city,  town,  or  primary  metropolitan  statistical 
area,  12  U.S.C.  3202,  or  anywhere  if  the  institutions’ 
total  assets  exceed  certain  amounts,  12  U.S.C.  3203. 
Although  employees  of  the  bank  will  serve  as  directors 
of  the  trust  company,  DIMIA  will  not  be  applicable. 
Because,  as  explained  previously,  the  bank  will  indi¬ 
rectly  own  or  control  25  percent  of  the  trust  company’s 
voting  shares,  the  trust  company  will  be  affiliated  with 
the  bank  for  purposes  of  DIMIA,  see  12  U.S.C.  1841(d), 
3201  (3)(A),  and  the  relationship  will  therefore  be  ex¬ 
empt.5 

Conclusion 

For  the  reasons  discussed  above,  the  bank’s  operating 
subsidiary  notification  is  approved  subject  to  the  follow¬ 
ing  special  conditions: 

(1)  NBC  Op  Sub,  the  partnership,  and  the  trust 
company  may  engage  only  in  activities  that  are 
permissible  for  national  banks  with  trust  powers 
and  the  bank  must  submit  a  notification  to  the 
OCC  pursuant  to  12  CFR  5.34  before  these  enti¬ 
ties  may  engage  in  activities  not  covered  by  the 
present  notification  and  this  letter; 

(2)  the  bank,  through  NBC  Op  Sub,  will  have  veto 
power  over  the  activities  and  major  decisions  of 
the  partnership;  and 

(3)  the  partnership  and  the  trust  company  will  be 
subject  to  OCC  regulation,  supervision,  and  ex¬ 
amination  and  prior  OCC  approval  will  be  ob¬ 
tained  for  any  change  in  their  ownership  structure. 


''Even  if  the  bank  and  the  trust  company  were  not  affiliated,  DIMIA 
would  still  not  apply  because  the  geographic  and  asset-si/e  require¬ 
ments  of  sections  3202  and  3203  will  not  be  satisfied,  and  the  OCC 
has  determined  that  DIMIA  is  not  applicable  to  trust  companies  that 
do  not  accept  deposits  or  extend  credit  Interpretive  Letter  No  409. 
[1988-1989  Transfer  Binder]  Fed  Banking  L  Rop  (CCH)  U  85.633 
i  January  1  1 ,  1988) 
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Please  be  advised  that  the  conditions  of  this  approval 
are  deemed  to  be  “conditions  imposed  in  writing  by  the 
agency  in  connection  with  the  granting  of  any  applica¬ 
tion  or  other  request”  within  the  meaning  of  12  U.S.C. 
1818. 

Stephen  R.  Steinbrink 
Senior  Deputy  Comptroller 
Bank  Supervision  Operations 
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Mergers  —  October  1  to  December  31,  1995 


Mergers  consummated  involving  two  or  more  nonaffiliated  operating  banks 


Page 

California 

November  30: 

Peninsula  National  Bank,  Rolling  Hills  Estate, 

California,  and 

Bay  Cities  National  Bank,  Redondo  Beach,  California 
Merger .  175 

Illinois 

November  1: 

The  First  National  Bank  in  Robinson,  Robinson, 

Illinois,  and 

Farmer’s  State  Bank  of  Palestine,  Palestine,  Illinois 
Merger .  175 

Kansas 

December  1 : 

Intrust  Bank,  NA,  Wichita,  Kansas,  and 

The  First  National  Bank  of  Ottawa,  Ottawa,  Kansas 

Merger .  175 

December  14: 

First  United  National  Bank  and  Trust  Company,  Great 
Bend,  Kansas,  and 

The  Burdette  State  Bank,  Burdett,  Kansas 
Merger .  175 

Louisiana 

October  2: 

First  National  Bank  of  Commerce,  New  Orleans, 

Louisiana,  and 

Peoples  Bank  and  Trust  Company  of  St  Bernard, 


Chalmette,  Louisiana 

Merger .  175 

November  30: 

Premier  Bank,  NA,  Baton  Rouge,  Louisiana,  and 
Homer  National  Bank,  Homer,  Louisiana 
Merger .  176 


New  Jersey 

October  6: 

PNC  Bank  New  Jersey,  NA,  Mount  Laurel  Township, 

New  Jersey,  and 

Chemical  Bank  New  Jersey,  NA,  Chester,  New  Jersey 
Merger .  176 


Page 

New  York 

December  2: 

The  Citizens  National  Bank  of  Malone,  Malone,  New 
York,  and 

The  First  National  Bank  of  Hermon,  Hermon,  New  York 
Merger .  176 

Oklahoma 

December  20: 

The  American  National  Bank  of  Bristow,  Bristow, 

Oklahoma,  and 

Central  Oklahoma  Bank,  Depew,  Oklahoma 
Merger .  176 

Texas 

October  2: 

The  National  Bank  of  Andrews,  Andrews,  Texas,  and 
First  National  Bank  of  Andrews,  Andrews,  Texas 


Merger .  176 

November  17: 

Charter  National  Bank  Houston,  Houston,  Texas,  and 
La  Porte  State  Bank,  La  Porte,  Texas 
Merger .  176 


Wisconsin 

November  1 : 

National  Exchange  Bank  and  Trust,  Fond  du  Lac, 

Wisconsin,  and 

Adell  State  Bank,  Adell,  Wisconsin 

Merger .  177 

November  1 : 

National  Exchange  Bank  and  Trust,  Fond  du  Lac, 

Wisconsin,  and 

Bank  of  Elkhart  Lake,  Elkhart  Lake,  Wisconsin 
Merger .  177 


Mergers  consummated  involving  nonaffiliated  national  banks  and  savings  and  loan 
associations 


Page 

South  Carolina 

October  6: 

First  Union  National  Bank  of  South  Carolina, 

Greenville,  South  Carolina,  and 
United  Savings  Bank,  FSB,  Greenwood,  South 
Carolina,  and 

Home  Federal  Savings  Bank  of  South  Carolina,  Rock 
Hill,  South  Carolina 

Merger .  ^7 


Page 

Virginia 

November  3: 

First  Union  National  Bank  of  Virginia,  Roanoke, 

Virginia,  and 

Columbia  First  Bank,  FSB,  Arlington,  Virginia 
Merger .  177 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks 


Page 

Arizona 

November  10: 

Norwest  Bank  Arizona,  NA,  Phoenix,  Arizona,  and 
First  American  National  Bank,  Chandler,  Arizona 
Merger .  177 

Arkansas 

October  1: 

State  First  National  Bank,  Texarkana,  Arkansas,  and 
The  First  National  Bank  in  Ashdown,  Ashdown, 

Arkansas 

Merger .  178 

November  30: 

First  Commercial  Bank,  NA,  Little  Rock,  Arkansas, 
and 

Citizens  First  Bank,  Little  Rock,  Arkansas 
Merger .  178 

Colorado 

November  30: 

Colorado  Community  First  National  Bank,  Fort 
Morgan,  Colorado,  and 

Colorado  Community  First  National  Bank,  Holyoke, 

Colorado,  and 

Colorado  Community  First  National  Bank,  Sterling, 

Colorado,  and 

Colorado  Community  First  National  Bank,  Burlington, 

Colorado,  and 

Colorado  Community  First  National  Bank,  Englewood, 

Colorado 

Merger .  178 

Connecticut 

October  2: 

Shawmut  Bank  Connecticut,  NA,  Hartford, 

Connecticut,  and 

Shawmut  Trust  Company  of  Rhode  Island,  East 
Providence,  Rhode  Island 

Merger .  178 

Florida 

December  15: 

SouthTrust  Bank  of  Florida,  NA,  St  Petersburg, 

Florida,  and 

SouthTrust  Bank  of  Northeast  Florida,  NA, 

Jacksonville,  Florida,  and 

SouthTrust  Bank  of  Southwest  Florida,  NA,  Ft  Myers, 

Florida,  and 

SouthTrust  Bank  of  the  Suncoast,  Sarasota,  Florida, 
and 

SouthTrust  Bank  of  Orlando,  Orlando,  Florida,  and 
SouthTrust  Bank  of  Central  Florida,  Deland,  Florida 

Merger  .  178 

December  21 : 

Bank  of  Madison  County,  NA,  Madison,  Florida,  and 
NationsBank  of  Florida,  NA,  Tampa,  Florida 
Merger .  179 

Georgia 

December  29 

NationsBank  of  Georgia,  NA,  Atlanta,  Georgia,  and 
NationsBank  of  Florida,  NA,  Valdosta,  Georgia 
Merger  .  179 

Illinois 

October  27 

The  First  National  Bank  of  Metropolis,  Metropolis, 

Illinois,  and 

Galatia  Community  State  Bank,  Galatia,  Illinois,  and 
The  F  irsf  State  Bank  of  Mounds,  Mounds,  Illinois 

.  179 


Page 

December  7: 

The  First  National  Bank  of  Harrisburg,  Harrisburg, 

Illinois,  and 

The  Bank  of  Harrisburg,  Harrisburg,  Illinois 
Merger .  179 

Iowa 

December  1 1 : 

Firstar  Bank  Des  Moines,  NA,  Des  Moines,  Iowa,  and 

Firstar  Bank  Ames,  Ames,  Iowa,  and 
Firstar  Bank  Cedar  Falls,  Cedar  Falls,  Iowa,  and 
Firstar  Bank  Cedar  Rapids,  Cedar  Rapids,  Iowa,  and 
Firstar  Bank  Council  Bluffs,  Council  Bluffs,  Iowa,  and 
Firstar  Bank  Mount  Pleasant,  Mount  Pleasant,  Iowa, 
and 

Firstar  Bank  Ottumwa,  Ottumwa,  Iowa,  and 
Firstar  Bank  Sioux  City,  NA,  Sioux  City,  Iowa,  and 
Firstar  Bank  Quad  Cities,  NA,  Davenport,  Iowa 
Merger .  179 

Kansas 

December  29: 

The  First  National  Bank  of  Conway  Springs,  Conway 
Springs,  Kansas,  and 

The  Farmers  State  Bank  of  Norwich,  Norwich,  Kansas 
Merger .  180 

Kentucky 

November  3: 

Farmers  National  Bank,  Williamsburg,  Kentucky,  and 
Farmers  National  Bank  of  London,  London,  Kentucky 
Merger .  180 

Maryland 

November  20: 

First  United  National  Bank  and  Trust,  Oakland, 

Maryland,  and 

Myersville  Bank,  Myersville,  Maryland 
Merger .  180 

Massachusetts 

October  31: 

BayBank,  NA,  Boston,  Massachusetts,  and 
BayBank  Boston,  NA,  Boston,  Massachusetts 
Merger .  180 

Minnesota 

October  1 : 

The  First  National  Bank  of  Glencoe,  Glencoe, 

Minnesota,  and 

First  Bank  of  Minnesota,  Hutchinson,  Minnesota 

Merger .  180 

October  2: 

Community  First  National  Bank,  Worthington, 

Minnesota,  and 

Community  First  National  Bank  of  Mabel,  Mabel, 

Minnesota,  and 

Community  First  National  Bank  of  Caledonia, 

Caledonia,  Minnesota 

Merger .  180 

October  27: 

Norwest  Bank  Minnesota,  NA,  Minneapolis, 

Minnesota,  and 

Fridley  Bank,  NA,  Fridley,  Minnesota 

Merger .  181 

November  17: 

Norwest  Bank  Minnesota  North,  NA,  Duluth, 

Minnesota,  and 

Norwest  Bank  Minnesota  Mesabi,  NA,  Virginia, 

Minnesota 

Merger .  181 
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November  17: 

Norwest  Bank  Minnesota  Southeast,  NA,  Rochester, 
Minnesota,  and 

Norwest  Bank  Minnesota  South  Central,  NA,  Mankato, 
Minnesota,  and 

Norwest  Bank  Minnesota  Central,  NA,  St  Cloud, 

Minnesota,  and 

Norwest  Bank  Waseca,  NA,  Waseca,  Minnesota 
Merger .  181 

Missouri 

November  17: 

Magna  Bank  of  Missouri,  NA,  Brentwood,  Missouri, 


and 

Magna  Bank  of  Illinois,  NA,  Belleville,  Missouri 

Merger .  181 

December  29: 

Commerce  Bank,  NA,  Poplar  Bluff,  Missouri,  and 
Commerce  Bank,  NA,  Clayton,  Missouri 
Merger .  181 


Ohio 

October  27: 

The  Huntington  National  Bank,  Columbus,  Ohio,  and 
The  Huntington  Bank,  Inc,  Covington,  Ohio 

Merger .  181 

November  4: 

Bank  One  Cincinnati,  NA,  Cincinnati,  Ohio,  and 
Liberty  National  Bank  of  Northern  Kentucky,  Erlanger, 

Kentucky 

Merger .  182 

Oklahoma 

October  1 : 

Amquest  Bank,  NA,  Lawton,  Oklahoma,  and 
American  National  Bank  of  Duncan,  Duncan, 

Oklahoma 

Merger .  182 


Pennsylvania 

October  6: 

PNC  Bank,  NA,  Pittsburgh,  Pennsylvania,  and 
PNC  Bank  New  Jersey,  NA,  Philadelphia, 

Pennsylvania 

Merger .  182 

South  Dakota 

December  7: 

Bankfirst,  NA,  Sioux  Falls,  South  Dakota,  and 
Bankfirst,  NA,  Brookings,  South  Dakota 
Merger .  182 

Texas 

October  1 : 

American  National  Bank,  Texarkana,  Texas,  and 


The  Atlanta  National  Bank,  Atlanta,  Texas 

Merger .  182 

November  30: 

Camino  Real  Bank,  NA,  Eagle  Pass,  Texas,  and 
Texas  Bank,  NA,  San  Antonio,  Texas 
Merger .  182 


Virginia 

November  18: 

Premier  Bank  Central,  NA,  Honaker,  Virginia,  and 
Premier  Bank  North,  NA,  Clintwood,  Virginia 
Merger .  183 

Wisconsin 

November  30: 

Bank  One  Racine,  NA,  Racine,  Wisconsin,  and 
Bank  One  Kenosha,  NA,  Kenosha,  Wisconsin 
Merger .  183 


Mergers  consummated  involving  affiliated  national  banks  and  savings  and  loan 
associations 


Page 


Tennessee 

November  1 : 

First  American  National  Bank,  Nashville,  Tennessee, 
and 

Heritage  Federal  Bank  for  Savings,  Kingsport, 
Tennessee 

Merger . 
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Most  transactions  in  this  section  do  not  have  accompanying  decisions.  In  those  cases,  the  OCC  reviewed  the 
competitive  effects  of  the  proposals  by  using  its  standard  procedures  for  determining  whether  the  transaction  has 
minimal  or  no  adverse  competitive  effects.  The  OCC  found  the  proposals  satisfied  its  criteria  for  transactions  that 
clearly  had  no  or  minimal  adverse  competitive  effects.  In  addition,  the  Attorney  General  either  filed  no  report  on 
the  proposed  transaction  or  found  that  the  proposal  would  not  have  a  significantly  adverse  effect  on  competition. 


Nonaffiliated  Mergers* 

PENINSULA  NATIONAL  BANK, 


l  ivim  1  IIIIW  ~  ^  w  ~  ~  —  -  7 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Peninsula  National  Bank,  Rolling  Hills  Estate,  California  (22654),  with . 

and  Bay  Cities  National  Bank,  Redondo  Beach,  California  (17366),  with . 

merged  November  30,  1995,  under  charter  22654  and  title  “Bay  Cities  National  Bank.”  The  merged  bank  at  date  of  merger  had 

$58,751,000 

61,569,000 

119,000,000 

★  ★  ★ 

THE  FIRST  NATIONAL  BANK  IN  ROBINSON, 

Robinson,  Illinois,  and  Farmer’s  State  Bank  of  Palestine,  Palestine,  Illinois 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  First  National  Bank  in  Robinson,  Robinson,  Illinois  (13605),  with . 

and  Farmer’s  State  Bank  of  Palestine,  Palestine,  Illinois,  with . 

merged  November  1 ,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$105,271,000 

57,964,000 

163,235,000 

*  *  * 

INTRUST  BANK,  NATIONAL  ASSOCIATION, 

Wichita,  Kansas,  and  The  First  National  Bank  of  Ottawa,  Ottawa,  Kansas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Intrust  Bank,  National  Association,  Wichita,  Kansas  (2782),  with . 

and  The  First  National  Bank  of  Ottawa,  Ottawa,  Kansas  (1718),  with . 

merged  December  1 ,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$1,458,144,000 

44,624,000 

1,498,259,000 

★  ★  ★ 

FIRST  UNITED  NATIONAL  BANK  AND  TRUST  COMPANY, 

Great  Bend,  Kansas,  and  The  Burdett  State  Bank,  Burdett,  Kansas 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  United  National  Bank  and  Trust  Company,  Great  Bend,  Kansas  (11707),  with . 

and  The  Burdett  State  Bank,  Burdett,  Kansas,  with . . . .  •  . . 

meraed  December  14,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$112,030,000 

12,611,000 

124,742,000 

★  ★  ★ 

FIRST  NATIONAL  BANK  OF  COMMERCE, 

Npw  Orleans  Louisiana,  and  Peoples  Bank  and  Trust  Company  of  St.  Bernard,  Chalmette,  Louisiana 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  National  Bank  of  Commerce,  New  Orleans,  Louisiana  (13689),  with . . 

and  Peoples  Bank  and  Trust  Company  of  St.  Bernard,  Chalmette,  Louisiana,  with . . _  • . 

mprgprl  Ortnher  2  1 995.  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$4,525,841,000 

176,263,000 

4,703,505.000 

Nonaffiliated  mergers  include  the  merger,  consolidation,  or  purchase  and  assumption  of  nonaffiliated  operating  banks  or  savings  and  loan 
associations,  where  the  resulting  bank  is  a  national  bank 

Asset  figures  for  merging  institutions  are  not  necessarily  as  of  the  date  of  merger  and  thus  may  not  sum  to  the  total  assets  given  for  the 
merged  bank 
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PREMIER  BANK,  NATIONAL  ASSOCIATION, 

Baton  Rouge,  Louisiana,  and  Homer  National  Bank,  Homer,  Louisiana 


Names  of  institutions  and  type  of  transaction  Total  assets 


Premier  Bank,  National  Association,  Baton  Rouge,  Louisiana  (13655),  with .  $5,508,315,000 

and  Homer  National  Bank,  Homer,  Louisiana  (4216),  with .  95,094,000 

merged  November  30,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  5,604,412,000 


PNC  BANK  NEW  JERSEY,  NATIONAL  ASSOCIATION, 

Mount  Laurel  Township,  New  Jersey,  and  Chemical  Bank  New  Jersey,  National  Association,  Chester,  New  Jersey 


Names  of  institutions  and  type  of  transaction  Total  assets 


PNC  Bank  New  Jersey,  National  Association,  Mount  Laurel  Township,  New  Jersey  (21548),  with .  $2,191,000 

and  Chemical  Bank  New  Jersey,  National  Association,  Chester,  New  Jersey  (4274)  with .  3,320,784,000 

merged  October  6,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  3,322,000,000 


Hr  ★  ★ 


THE  CITIZENS  NATIONAL  BANK  OF  MALONE, 

Malone,  New  York,  and  The  First  National  Bank  of  Hermon,  Hermon,  New  York 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  Citizens  National  Bank  of  Malone,  Malone,  New  York  (11897),  with .  $96,170,000 

and  The  First  National  Bank  of  Hermon,  Hermon,  New  York  (5605),  with .  6,893,000 

merged  December  2,  1 995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  101 ,741 ,000 


*  ★  * 


THE  AMERICAN  NATIONAL  BANK  OF  BRISTOW, 

Bristow,  Oklahoma,  and  Central  Oklahoma  Bank,  Depew,  Oklahoma 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  American  National  Bank  of  Bristow,  Bristow,  Oklahoma  (10849),  with .  $188,719,000 

and  Central  Oklahoma  Bank,  Depew,  Oklahoma,  with .  10,758,000 

merged  December  20,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 99,608,000 


*  *  * 


THE  NATIONAL  BANK  OF  ANDREWS, 

Andrews,  Texas,  and  First  National  Bank  of  Andrews,  Andrews,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  National  Bank  of  Andrews,  Andrews,  Texas  (14788),  with .  $32,069,000 

and  First  National  Bank  of  Andrews,  Andrews,  Texas  (17697),  with .  35,828,000 

merged  October  2,  1 995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  67,443,000 


*  Hr  * 


CHARTER  NATIONAL  BANK  HOUSTON, 

Houston,  Texas,  and  La  Porte  State  Bank,  La  Porte,  Texas 


Names  of  institutions  and  type  of  transaction  Total  assets 


Charter  National  Bank  Houston,  Houston,  Texas  (15078),  with .  $435,910,000 

and  La  Porte  State  Bank,  La  Porte,  Texas,  with .  35,1 15,000 

merged  November  1 7,  1 995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  469,730,000 
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NATIONAL  EXCHANGE  BANK  AND  TRUST, 

Fond  du  Lac,  Wisconsin,  and  Adell  State  Bank,  Adell,  Wisconsin _ _ _ _ 

Names  of  institutions  and  type  of  transaction 

Total  assets 

National  cxcnange  dcuik  emu  i  iuai,  i  ui  iu  uu  lqu,  . 

and  Adell  State  Bank,  Adell,  Wisconsin,  with . . . •  •  . . 

merged  November  1 .  1995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  25,532,000 

425,531,000 

★  *  * 


NATIONAL  EXCHANGE  BANK  AND  TRUST, 

Fond  du  Lac,  Wisconsin,  and  Bank  of  Elkhart  Lake,  Elkhart  Lake,  Wisconsin _ 

Names  of  institutions  and  type  of  transaction 

National  Exchange  Bank  and  Trust,  Fond  du  Lac,  Wisconsin  (13879),  with . 

and  Bank  of  Elkhart  Lake,  Elkhart  Lake,  Wisconsin,  with . 

merged  November  1 ,  1995  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Total  assets 


$378,584,000 
18,486,000 
425,531 ,000 


Nonaffiliated  Mergers  (thrift) 


FIRST  UNION  NATIONAL  BANK  OF  SOUTH  CAROLINA, 

Greenville,  South  Carolina,  and  United  Savings  Bank,  F.S.B.,  Greenwood, 
Savinas  Bank  of  South  Carolina,  Rock  Hill,  South  Carolina 

South  Carolina,  and  Home  Federal 

Names  of  institutions  and  type  of  transaction 

Total  assets 

.  $2,353,000,000 

First  Union  National  Bank  ot  boutn  Carolina,  oreenvuie,  oouui  c/cuumict  \  too;,  wim . 

.  469,000,000 

ana  unitea  savings  oaiiK,  r.o.D.,  vjieenvvuuu,  duum  . _  •  ■  ■  •  ; . 

and  Home  Federal  Savings  Bank  of  South  Carolina,  Rock  Hill,  South  Carolina,  with . . . 

merged  October  6  1 995,  under  charter  and  title  of  the  former.The  merged  bank  at  date  of  merger  had . 

.  291 ,500,000 

.  3,202,000,000 

★  *  ★ 


FIRST  UNION  NATIONAL  BANK  OF  VIRGINIA, 

Roanoke.  Virainia,  and  Columbia  First  Bank,  F.S.B.,  Arlington,  Virginia 

Names  of  institutions  and  type  of  transaction 

Total  assets 

First  Union  National  Bank  of  Virginia,  Roanoke,  Virginia  (2737),  with . 

.  $8,069,000,000 

.  123,000,000 

and  Columbia  First  Bank,  F.S.B.,  Arlington,  Virginia,  wun . .  _ .. 

merged  November  3.  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  10,973,000,000 

★  ★  * 


Affiliated  Mergers* 


NORWEST  BANK  ARIZONA,  NATIONAL  ASSOCIATION, 

Phoenix,  Arizona,  and  First  American  National  Bank,  Chandler,  Arizona _ _ _ _ 

Names  of  institutions  and  type  of  transaction  _ _ Tofa/  assets 

Norwest  Bank  Arizona,  National  Association,  Phoenix,  Arizona  (18295),  with .  $3  638  366  000 

and  First  American  National  Bank,  Chandler,  Arizona  (15715),  with . .  . . .  •  •  ■  •  •  •  •  •  •  •  •  •  •  • . 

merged  November  1 0,  1 995,  under  charter  1 5715  and  title  “Norwest  Bank  Arizona,  National  Associate  .  g  644  866  0(X) 

The  merged  bank  at  date  of  merger  had . . . . . 

*  ★  ★ 


'Affiliated  mergers  include  mergers,  consolidations,  and  purchase  and  assumptrons  of  affiliated  institutions  where  the  resulting  bank  is  a  na- 
tional  bank 
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STATE  FIRST  NATIONAL  BANK, 

Texarkana,  Arkansas,  and  The  First  National  Bank  in  Ashdown,  Ashdown,  Arkansas _ 

_ Names  of  institutions  and  type  of  transaction  Total  assets 

State  First  National  Bank,  Texarkana,  Arkansas  (7138),  with .  $3gi  355  goo 

and  The  First  National  Bank  in  Ashdown,  Ashdown,  Arkansas  (13534),  with . 1 !!!!.'!.'!!”!!!!!!!! ! ! .  i  '  47^641 ,000 

merged  October  1 ,  1995,  under  charter  and  title  of  the  former.The  merged  bank  at  date  of  merger  had .  437,996,000 

★  Hr  * 

FIRST  COMMERCIAL  BANK,  NATIONAL  ASSOCIATION, 

Little  Rock,  Arkansas,  and  Citizens  First  Bank,  Little  Rock,  Arkansas _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

First  Commercial  Bank,  National  Association,  Little  Rock,  Arkansas  (13949),  with .  $1,335,870,000 

and  Citizens  First  Bank,  Little  Rock,  Arkansas,  with .  91311  000 

merged  November  30,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1,427,181,000 

★  ★  ★ 

COLORADO  COMMUNITY  FIRST  NATIONAL  BANK, 

Fort  Morgan,  Colorado,  and  Colorado  Community  First  National  Bank,  Holyoke,  Colorado,  and  Colorado 
Community  First  National  Bank,  Sterling,  Colorado,  and  Colorado  Community  First  National  Bank,  Burlington, 
Colorado,  and  Colorado  Community  First  National  Bank,  Englewood,  Colorado _ ’ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Colorado  Community  First  National  Bank,  Fort  Morgan,  Colorado  (7004),  with .  $38,382,000 

and  Colorado  Community  First  National  Bank,  Holyoke,  Colorado  (9278),  with .  19i344'oOO 

and  Colorado  Community  First  National  Bank,  Sterling,  Colorado  (15024),  with .  29!s57!oOO 

and  Colorado  Community  First  National  Bank,  Burlington,  Colorado  (15181),  with .  26J9o!oOO 

and  Colorado  Community  First  National  Bank,  Englewood,  Colorado  (15480),  with .  36!697ioOO 

merged  November  30,  1995,  under  charter  7004  and  title  “Colorado  Community  First  National  Bank.” 

The  merged  bank  at  date  of  merger  had .  151  238  000 

*  *  ★ 

SHAWMUT  BANK  CONNECTICUT,  NATIONAL  ASSOCIATION, 

Hartford,  Connecticut,  and  Shawmut  Trust  Company  of  Rhode  Island,  East  Providence,  Rhode  Island 

Names  of  institutions  and  type  of  transaction  Total  assets 

Shawmut  Bank  Connecticut,  National  Association,  Hartford,  Connecticut  (1338),  with .  $18,663,111,000 

and  Shawmut  Trust  Company  of  Rhode  Island,  East  Providence,  Rhode  Island,  with .  1  ’989^000 

merged  October  2,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  18,665,100,000 

★  ★  ★ 

SOUTHTRUST  BANK  OF  FLORIDA,  NATIONAL  ASSOCIATION, 

St.  Petersburg,  Florida,  and  SouthTrust  Bank  of  Northeast  Florida,  National  Association,  Jacksonville,  Florida,  and 
SouthTrust  Bank  of  Southwest  Florida,  National  Association,  Ft.  Myers,  Florida,  and  SouthTrust  Bank  of  the 
Suncoast,  Sarasota,  Florida,  and  SouthTrust  Bank  of  Orlando,  Orlando,  Florida,  and  SouthTrust  Bank  of  Central 
Florida,  Deland,  Florida 

Names  of  institutions  and  type  of  transaction  Total  assets 

SouthTrust  Bank  of  Florida,  National  Association,  St.  Petersburg,  Florida  (23021),  with .  $1,055,661,000 

and  SouthTrust  Bank  of  Northeast  Florida,  National  Association,  Jacksonville,  Florida  (16441),  with .  323,845,000 

and  SouthTrust  Bank  of  Southwest  Florida,  National  Association,  Ft.  Myers,  Florida  (20942),  with .  429!239!oOO 

and  SouthTrust  Bank  of  the  Suncoast,  Sarasota,  Florida,  with .  220!20L000 

and  SouthTrust  Bank  of  Orlando,  Orlando,  Florida,  with .  296,30o!ooO 

and  SouthTrust  Bank  of  Central  Florida,  Deland,  Florida,  with .  785.586.000 

merged  December  15,  1995,  under  charter  23021  and  title  “SouthTrust  Bank  of  Florida,  National  Association." 

The  merged  bank  at  date  of  merger  had .  3,123.291.000 
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BANK  OF  MADISON  COUNTY,  NATIONAL  ASSOCIATION, 

Madison  Florida,  and  NationsBank  of  Florida,  National  Association,  Tampa,  Florida 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Bank  of  Madison  County,  National  Association,  Madison,  Florida  (22991),  with . 

_ j  rs.4  Khtinnol  A cenoi atinn  Tamna  FlnriHp  M  437 with  . 

$51 ,800,000 
22,091,000 

cinO  NatlOnSbanK  OX  rionoa,  rMculOilal  r.boUUdUUll,  lampa,  i  lunua  \  i^ot  u/,  . . 

merged  December  21 ,  1995,  under  charter  22991  and  title  “NationsBank  of  Florida,  National  Association." 

— 

★  *  ★ 


NATIONSBANK  OF  GEORGIA,  NATIONAL  ASSOCIATION, 

Atlanta  Georaia.  and  NationsBank  of  Florida,  National  Association,  Valdosta,  Georgia 

Names  of  institutions  and  type  of  transaction 

Total  assets 

m_x: _ r~> _ I,  NHtlAnnl  Aoc'^oi'afinn  Atlanta  fnPnrnip  M  30fift^  with  . 

.  $15,684,000,000 

NationsbanK  ot  uoorgia,  National  mssuucuium,  niidiud,  v^cuiyia  v  . . 

_ i  MotiAm l  Aoonniatinn  X/alHncta  (3pnrnip  /PPQQI^  with  . 

.  22,900,000,000 

and  NationsbanK  ot  rionoa,  National  Mbbuuduun,  vcnuu^ia,  v^ouiyia  \c-c.w\  j,  . . 

merged  December  29,  1995,  under  charter  13068  and  title  “NationsBank  (South),  National  Association.” 

The  merged  bank  at  date  of  merger  had . 

.  37,040,000,000 

★  ★  ★ 


THE  FIRST  NATIONAL  BANK  OF  METROPOLIS, 

Metropolis,  Illinois,  and  Galatia  Community  State  Bank,  Galatia,  Illinois,  and  The  First  State  Bank  of  Mounds, 


Mounds,  Illinois  

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  First  National  Bank  of  Metropolis,  Metropolis,  Illinois  (3156),  with . 

and  Galatia  Community  State  Bank,  Galatia,  Illinois,  with  . 

and  The  First  State  Bank  of  Mounds,  Mounds,  Illinois,  with . •  •  -  ■  ••  •  ■  •  ■  ■  •  ■ . .  ■ 

mprgpd  Ortoher  27  1995  under  charter  3156  and  title  “Community  National  Bank.”  The  merged  bank  at  date  of  merger  had 

$32,330,000 

22,009,000 

23,116,000 

73,886,000 

★  *  ★ 


THE  FIRST  NATIONAL  BANK  OF  HARRISBURG, 

Harrisbura,  Illinois,  and  The  Bank  of  Harrisburg,  Harrisburg,  Illinois _ _ _ _ - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

- - .  ..." _ _ _  .  $140,000,000 

1  he  hirst  National  tsan*  or  namsuuiy,  ndmsuuiy,  miuuio  «». . 

.  30,000,000 

and  The  Bank  of  Harrisburg,  Harrisburg,  Illinois,  wun . • . _ _ _ .. 

mprgpd  December  7.  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  170,000,000 

★  ★  ★ 


FIRSTAR  BANK  DES  MOINES,  NATIONAL  ASSOCIATION, 

Des  Moines,  Iowa,  and  Firstar  Bank  Ames,  Ames,  Iowa,  and  Firstar  Bank  Cedar  Falls,  Cedar  Falls,  Iowa,  and 
Firstar  Bank  Cedar  Rapids,  National  Association,  Cedar  Rapids,  Iowa,  and  Firstar  Bank  Council  Bluffs,  Council 
Bluffs  Iowa,  and  Firstar  Bank  Mount  Pleasant,  Mount  Pleasant,  Iowa,  and  Firstar  Bank  Ottumwa,  Ottumwa,  Iowa, 
and  Firstar  Bank  Sioux  City,  National  Association,  Sioux  City,  Iowa,  and  Firstar  Bank  Quad  Cities,  National 


Association.  DavenDort,  Iowa 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Firstar  Bank  Des  Moines,  National  Association,  Des  Moines,  Iowa  (16324),  with . 

.  $456,000,000 

.  139,000,000 

and  Firstar  bank  Ames,  Ames,  iuwd,  wmi . . .  108  qqq  qqq 

and  Firstar  Bank  Cedar  bans  ceoar  =  •  .  ■  R  ..  )  wjth  . 

.  799.000.000 

and  Firstar  Bank  Cedar  Rapids,  National  Association, Cedar  Hapids,  lowa  t2Di  u,  wun . 

.  309.000,000 

and  Firstar  Bank  Council  Bluffs,  Council  Bluffs,  lowa,  witn  . . 

.  102.500.000 

and  Firstar  Bank  Mount  Pleasant,  Mount  Pleasant,  lowa,  wun . 

.  179.600,000 

and  Firstar  Bank  Ottumwa,  Ottumwa  lowa,  with,  •  •  •  •  •  ••••  ..  .  11^:  with  . 

.  244.000.000 

and  Firstar  Bank  Sioux  City,  Material  ^ssooiatiorn  S,oux  C.ty,  l°wa  (1 -  .  . 

.  306,000,000 

and  Firstar  Bank  Quad  Cities,  National  Association,  Davenport,  lowa  (221  »»),  w  in  ■  •  •  •  - - ■  •  •  „ 

merged  December  11,1 995,  under  charter  1 6324  and  title  “Firstar  Bank  lowa,  National  Association. 

The  merged  bank  at  date  of  merger  had . . . . . . 

.  2,754.000.000 

*  *  ★ 
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THE  FIRST  NATIONAL  BANK  OF  CONWAY  SPRINGS, 

Conway  Springs,  Kansas,  and  The  Farmers  State  Bank  of  Norwich,  Norwich,  Kansas 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Conway  Springs,  Conway  Springs,  Kansas  (8467),  with .  $21 ,457,000 

and  The  Farmers  State  Bank  of  Norwich,  Norwich,  Kansas,  with .  13  528  000 

merged  December  29,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  34,985  000 


★  *  * 


FARMERS  NATIONAL  BANK, 

Williamsburg,  Kentucky,  and  Farmers  National  Bank  of  London,  London,  Kentucky 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Farmers  National  Bank,  Williamsburg,  Kentucky  (7174),  with . 

and  Farmers  National  Bank  of  London,  London,  Kentucky  (22986),  with . 

merged  November  3,  1 995,  under  charter  and  title  of  the  former.The  merged  bank  at  date  of  merger  had 

★  *  * 


FIRST  UNITED  NATIONAL  BANK  AND  TRUST, 

Oakland,  Maryland,  and  Myersville  Bank,  Myersville,  Maryland 


Names  of  institutions  and  type  of  transaction  Total  assets 


First  United  National  Bank  and  Trust,  Oakland,  Maryland  (5623),  with .  $401,129,000 

and  Myersville  Bank,  Myersville,  Maryland,  with .  78^070  000 

merged  November  20,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  479, 1 99,000 


*  *  * 


BAYBANK,  NATIONAL  ASSOCIATION, 

Boston,  Massachusetts,  and  BayBank  Boston,  National  Association,  Boston,  Massachusetts 


Names  of  institutions  and  type  of  transaction  Total  assets 


BayBank,  National  Association,  Boston,  Massachusetts  (22977),  with .  $9,800,000,000 

and  BayBank  Boston,  National  Association,  Boston,  Massachusetts  (16757),  with .  999^000^000 

merged  October  31 ,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  9, 800, 000^000 


*  *  * 


THE  FIRST  NATIONAL  BANK  OF  GLENCOE, 

Glencoe,  Minnesota,  and  First  Bank  of  Minnesota,  Hutchinson,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


The  First  National  Bank  of  Glencoe,  Glencoe,  Minnesota  (2571),  with .  $62,839,000 

and  First  Bank  of  Minnesota,  Hutchinson,  Minnesota,  with .  19,847^000 

merged  October  1 ,  1995,  under  charter  2571  and  title  “First  Minnesota  Bank,  National  Association.” 

The  merged  bank  at  date  of  merger  had .  82,686,000 


*  ★  * 


COMMUNITY  FIRST  NATIONAL  BANK, 

Worthington,  Minnesota,  and  Community  First  National  Bank  of  Mabel,  Mabel,  Minnesota,  and  Community  First 
National  Bank  of  Caledonia,  Caledonia,  Minnesota 


Names  of  institutions  and  type  of  transaction  Total  assets 


Community  First  National  Bank,  Worthington,  Minnesota  (8989),  with .  $228,763,000 

and  Community  First  National  Bank  of  Mabel,  Mabel,  Minnesota  (9031),  with .  25,713,000 

and  Community  First  National  Bank  of  Caledonia,  Caledonia,  Minnesota  (18346),  with .  42,162,000 


merged  October  2,  1995,  under  charter  8989  and  title  “Community  First  National  Bank,”  The  merged  bank  at  date  of  merger  had  297,394,000 
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NORWEST  BANK  MINNESOTA,  NATIONAL  ASSOCIATION, 

Minneapolis,  Minnesota,  and  Fridley  Bank,  National  Association,  Fridley,  Minnesota 

Names  of  institutions  and  type  of  transaction 

Total  assets 

.  $15,453,887,000 

Norwest  bank  Minnesota,  National  mssogicuium,  ivmiiicapuno,  miuucouia  . ¥v,ui . 

and  Fridley  Bank,  National  Association,  Fridley,  Minnesota  (22830),  with . 

merged  October  27,  1 995,  under  charter  and  title  of  the  former.The  merged  bank  at  date  of  merger  had . 

52,552,000 

15,506,439,000 

*  ★  ★ 


NORWEST  BANK  MINNESOTA  NORTH,  NATIONAL  ASSOCIATION, 

Duluth  Minnesota,  and  Norwest  Bank  Minnesota  Mesabi,  National  Association,  Virginia,  Minnesota 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Norwest  Bank  Minnesota  North,  National  Association,  Duluth,  Minnesota  (3626),  with . 

and  Norwest  Bank  Minnesota  Mesabi,  National  Association,  Virginia,  Minnesota  (14536),  with . 

meraed  November  17,  1995,  under  charter  and  title  of  the  former.The  merged  bank  at  date  of  merger  had . 

$474,777,000 

263,008,000 

737,785,000 

*  ★  ★ 


NORWEST  BANK  MINNESOTA  SOUTHEAST,  NATIONAL  ASSOCIATION, 

Rochester,  Minnesota,  and  Norwest  Bank  Minnesota  South  Central,  National  Association,  Mankato,  Minnesota, 
and  Norwest  Bank  Minnesota  Central,  National  Association,  St.  Cloud,  Minnesota,  and  Norwest  Bank  Waseca, 


National  Association,  Waseca,  Minnesota _ _ _ _ _ 

Names  of  institutions  and  type  of  transaction _ 

Norwest  Bank  Minnesota  Southeast,  National  Association,  Rochester,  Minnesota  (2088),  with  .  . . . 

and  Norwest  Bank  Minnesota  South  Central,  National  Association,  Mankato,  Minnesota  (4727),  with . 

and  Norwest  Bank  Minnesota  Central,  National  Association,  St.  Cloud,  Minnesota  (14622),  with . 

and  Norwest  Bank  Waseca,  National  Association,  Waseca,  Minnesota  (22438),  with . . 

merged  November  17,  1995,  under  charter  2088  and  title  “Norwest  Bank  Minnesota  South.  National  Association. 

The  merged  bank  at  date  of  merger  had . 


Total  assets 


$534,512,000 

444,153,000 

452,716,000 

375,721,000 

1,813,002,000 


MAGNA  BANK  OF  MISSOURI,  NATIONAL  ASSOCIATION, 

Rronhu/nnH  Mkcnnri  and  Manna  Bank  of  Illinois,  National  Association,  Belleville,  Missouri 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Magna  Bank  of  Missouri,  National  Association,  Brentwood,  Missouri  (23001),  with . 

$1,592,191,000 

3,089,725,000 

and  Magna  Bank  of  Illinois,  National  Association,  beiievine,  Missouri  ^juuu;,  wmi  •  •  ■  •  •  ■ 
merged  November  17,  1995,  under  charter  23001  and  title  “Magna  Bank,  National  Association. 

The  merged  bank  at  date  of  merger  had . . . ■ . ■ 

4,679,283,000 

★  ★  ★ 


COMMERCE  BANK,  NATIONAL  ASSOCIATION, 

Pnniar  Rluff  Miccmiri  and  Commerce  Bank.  National  Association,  Clayton,  Missouri -  - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Commerce  Bank,  National  Association,  Poplar  Bluff,  Missouri  (20913),  with . 

and  Commerce  Bank,  National  Association,  Clayton,  Missouri  (16945),  with.  .  .  m(3mpr  h  . . 

merged  December  29,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  $235,062,000 

.  2,693,879,000 

.  2,933,911,000 

*  ★  * 


THE  HUNTINGTON  NATIONAL  BANK, 

r.nii.mhuc  Ohio,  and  The  Huntington  Bank,  Inc.,  Covington,  Ohio _ _ _ 

-  ^  ’ _ _ _ — - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

The  Huntington  National  Bank,  Columbus,  Ohio  (7745),  with . 

.  $12,097,205,000 

.  709.543.000 

menhir  October  *27,  oT,he  fonder.  The  merged  bank  a,  date  C  merger  had  ........ 

.  12,806,748.000 

*  *  * 
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BANK  ONE  CINCINNATI,  NATIONAL  ASSOCIATION, 

Cincinnati,  Ohio,  and  Liberty  National  Bank  of  Northern  Kentucky,  Erlanger,  Kentucky 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bank  One  Cincinnati,  National  Association,  Cincinnati,  Ohio  (3234),  with .  $1,008,729,000 

and  Liberty  National  Bank  of  Northern  Kentucky,  Erlanger,  Kentucky  (22390),  with .  346!65l!oOO 

merged  November  4,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  1 ,355,380,000 

*  *  * 

AMQUEST  BANK,  NATIONAL  ASSOCIATION, 

Lawton,  Oklahoma,  and  American  National  Bank  of  Duncan,  Duncan,  Oklahoma  _ 

Names  of  institutions  and  type  of  transaction  Total  assets 

Amquest  Bank,  National  Association,  Lawton,  Oklahoma  (15345),  with .  $242,659,000 

and  American  National  Bank  of  Duncan,  Duncan,  Oklahoma  (17797),  with .  4T689!oOO 

merged  October  1,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  283,320,000 

*  *  * 

PNC  BANK,  NATIONAL  ASSOCIATION, 

Pittsburgh,  Pennsylvania,  and  PNC  Bank  New  Jersey,  National  Association,  Philadelphia,  Pennsylvania 

Names  of  institutions  and  type  of  transaction  Total  assets 

PNC  Bank,  National  Association,  Pittsburgh,  Pennsylvania  (252),  with .  $44,624,761,000 

and  PNC  Bank  New  Jersey,  National  Association,  Philadelphia,  Pennsylvania  (21548),  with .  3,472,491,000 

merged  October  6,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  48,41 4,21 4,000 

*  Hr  * 

BANKFIRST,  NATIONAL  ASSOCIATION, 

Sioux  Falls,  South  Dakota,  and  Bankfirst,  National  Association,  Brookings,  South  Dakota 

Names  of  institutions  and  type  of  transaction  Total  assets 

Bankfirst,  National  Association,  Sioux  Falls,  South  Dakota  (22951),  with .  $5,900,000 

and  Bankfirst,  National  Association,  Brookings,  South  Dakota  (21912),  with .  65,876,000 

merged  December  7,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had .  65,876,000 

*  *  K 

AMERICAN  NATIONAL  BANK, 

Texarkana,  Texas,  and  The  Atlanta  National  Bank,  Atlanta,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

American  National  Bank,  Texarkana,  Texas  (16731),  with .  $110,660,000 

and  The  Atlanta  National  Bank,  Atlanta,  Texas  (7694),  with .  77,483,000 

merged  October  1,  1995,  under  charter  16731  and  title  “State  First  National  Bank."  The  merged  bank  at  date  of  merger  had  1 88, 1 43,000 

*  *  ★ 

CAMINO  REAL  BANK,  NATIONAL  ASSOCIATION, 

Eagle  Pass,  Texas,  and  Texas  Bank,  National  Association,  San  Antonio,  Texas 

Names  of  institutions  and  type  of  transaction  Total  assets 

Camino  Real  Bank,  National  Association,  Eagle  Pass,  Texas  (16703),  with .  $126,734,000 

and  Texas  Bank,  National  Association,  San  Antonio,  Texas  (18350),  with .  101,698,000 

merged  November  30,  1995,  under  charter  18350  and  title  “Camino  Real  Bank,  National  Association." 

The  merged  bank  at  date  of  merger  had .  230,210,000 

*  *  * 
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PREMIER  BANK  CENTRAL,  NATIONAL  ASSOCIATION, 

Honaker.  Virainia.  and  Premier  Bank  North,  National  Association,  Clintwood,  Virginia 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Premier  Bank  Central,  National  Association,  Honaker,  Virginia  (22946),  with . 

and  Premier  Bank  North,  National  Association,  Clintwood,  Virginia  (22947),  with . 

merged  November  18,  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  $159,902,000 

.  145,897,000 

324,763,000 

★  ★  ★ 


BANK  ONE  RACINE,  NATIONAL  ASSOCIATION, 

Racine  Wisconsin,  and  Bank  One  Kenosha,  National  Association,  Kenosha,  Wisconsin 

Names  of  institutions  and  type  of  transaction 

Total  assets 

Bank  One  Racine,  National  Association,  Racine,  Wisconsin  (18732),  with . 

and  Bank  One  Kenosha,  National  Association,  Kenosha,  Wisconsin  (212),  with . 

merged  November  30,  1995  under  charter  18732  and  title  “Bank  One  Wisconsin,  National  Association.” 

The  merged  bank  at  date  of  merger  had . 

$396,141,000 

373,759,000 

 769,980,000 

★  ★  ★ 


Affiliated  Mergers  (thrift) 


FIRST  AMERICAN  NATIONAL  BANK, 

Nashville,  Tennessee,  and  Heritage  Federal  Bank  for  Savings,  Kingsport,  Tennessee 


INdbl  IVIIIt;,  1  fcM  II  ICSOCC,  ai  IU  I  ICI  uayo  I  ui  uui  ..X  .V.  ■■  . —  >  - 

Names  of  institutions  and  type  of  transaction 

Total  assets 

.  $7,552,579,000 

rirbl  MllltJIIOdll  INcUiUliai  L_>ai  ir\,  iNaonvmo,  . . 

_1  1  1 _ _ _  r  Cnwlnnr  l/innor\nrt  T annoccdd  with  .  1,00/ ,UUU 

ana  naniaya  raueidi  oaiir\  iui  oavmyo,  i^nuv^vv,  . . 

merged  November  1 .  1995,  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

.  8,125,147,000 
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Changes  in  the  structure  of  the  national  banking  system,  by  state,  July  1,  1995  to  December  31 ,  1995 


In 

operation 
July  1, 
1995 

Organized 
and  opened 
for  business 

Merged 

Voluntary 

liquidations 

Payouts 

12CI.S.C.  214 

In  operation 
December  31 , 
1995 

Converted  to 
non-national 
institutions 

Merged  with 
non- national 
institutions 

Alabama  . 

36 

0 

0 

0 

0 

2 

0 

34 

Alaska . 

4 

0 

0 

0 

0 

0 

0 

4 

Arizona  . 

14 

0 

1 

0 

0 

0 

0 

13 

Arkansas  . 

78 

1 

1 

0 

0 

0 

0 

77 

California . 

129 

2 

2 

0 

0 

0 

3 

126 

Colorado . 

101 

0 

6 

0 

0 

0 

1 

94 

Connecticut . 

12 

0 

0 

0 

0 

0 

0 

11 

Delaware . 

19 

0 

0 

0 

0 

0 

0 

19 

District  of  Columbia  .  .  . 

16 

0 

0 

0 

0 

0 

0 

15 

Florida . 

123 

5 

4 

0 

0 

0 

1 

123 

Georgia . 

70 

2 

1 

0 

0 

0 

1 

71 

Hawaii . 

1 

0 

0 

0 

0 

0 

0 

1 

Idaho . 

6 

0 

0 

0 

0 

0 

0 

5 

Illinois  . 

255 

4 

3 

0 

0 

2 

1 

251 

Indiana  . 

60 

0 

0 

0 

0 

0 

1 

59 

Iowa . 

75 

0 

4 

0 

0 

0 

5 

67 

Kansas  . 

127 

1 

4 

0 

0 

0 

1 

123 

Kentucky . 

74 

3 

5 

0 

0 

0 

0 

71 

Louisiana . 

36 

0 

2 

0 

0 

0 

1 

33 

Maine  . 

8 

0 

0 

0 

0 

0 

1 

7 

Maryland . 

22 

0 

1 

0 

0 

0 

0 

23 

Massachusetts  . 

29 

2 

2 

0 

0 

0 

0 

30 

Michigan  . 

45 

0 

0 

0 

0 

0 

3 

42 

Minnesota  . 

132 

3 

10 

0 

0 

0 

0 

125 

Mississippi . 

24 

0 

0 

0 

0 

0 

1 

23 

Missouri . 

61 

2 

3 

0 

0 

0 

0 

60 

Montana  . 

23 

2 

0 

1 

0 

0 

1 

23 

Nebraska . 

102 

2 

1 

0 

0 

0 

1 

102 

Nevada  . 

7 

0 

0 

0 

0 

1 

0 

6 

New  Hampshire . 

8 

0 

0 

0 

0 

0 

0 

8 

New  Jersey . 

36 

0 

1 

0 

0 

0 

1 

33 

New  Mexico  . 

27 

0 

0 

0 

0 

0 

0 

27 

New  York . 

73 

2 

1 

0 

0 

0 

2 

72 

North  Carolina  . 

13 

0 

0 

0 

0 

1 

1 

11 

North  Dakota . 

24 

0 

3 

0 

0 

0 

2 

19 

Ohio  . 

124 

2 

0 

0 

0 

0 

0 

126 

Oklahoma  . 

122 

0 

1 

0 

0 

0 

0 

121 

Oregon  . 

6 

0 

1 

0 

0 

0 

0 

5 

Pennsylvania . 

128 

0 

2 

1 

0 

1 

5 

120 

Rhode  Island . 

2 

0 

0 

0 

0 

0 

0 

2 

South  Carolina . 

21 

2 

0 

1 

0 

0 

1 

21 

South  Dakota . 

21 

2 

1 

0 

0 

0 

0 

22 

Tennessee  . 

46 

0 

1 

1 

0 

0 

0 

44 

Texas  . 

473 

1 

10 

0 

0 

2 

3 

460 

Utah  . 

8 

0 

0 

0 

0 

0 

0 

8 

Vermont . 

9 

0 

0 

0 

0 

0 

0 

9 

Virginia  . 

33 

3 

4 

0 

0 

2 

2 

28 

Washington . 

21 

0 

0 

0 

0 

0 

0 

22 

West  Virginia . 

42 

0 

0 

0 

0 

0 

1 

41 

Wisconsin  . 

78 

0 

2 

0 

0 

2 

0 

74 

Wyoming . 

19 

0 

0 

0 

0 

0 

0 

19 

Puerto  Rico . 

1 

0 

0 

0 

0 

0 

0 

1 

United  States . 

3,024 

41 

77 

4 

0 

13 

40 

2,931 

The  column  "organized  and  opened  for  business”  includes  all  state  banks  converted  to  national  banks,  all  newly  formed  national  banks,  and 
savinqs  and  loan  associations  converted  to  national  banks.  The  column  entitled  “merged"  includes  all  mergers,  consolidations  and  purchases 
and  assumptions  in  which  an  operating  national  bank  was  acquired  by  another  national  bank  Also  included  in  this  column  are  immediate 
FDIC-assisted  “merger"  transactions.  The  column  entitled  “voluntary  liquidations”  includes  only  straight  liquidations  of  national  banks  No 
liauidations  pursuant  to  a  purchase  and  assumption  transaction  are  included  in  this  total.  Liquidations  resulting  from  purchases  and  assumptions 
are  included  in  the  "merged"  columns.  The  column  entitled  “payouts”  includes  all  failed  national  banks  where  the  FDIC  is  named  receiver  and 
no  other  depository  institution  is  named  as  receiver.  The  column  entitled  "merged  with  state  banks"  includes  all  mergers,  consolidations,  and 
Durchases  and  assumptions  where  the  resulting  institution  is  a  state-chartered  bank.  Also  included  in  this  column  are  immediate  FDIC-assisted 
"merger”  transactions  where  the  resulting  institution  is  a  state-chartered  bank.  Nationally  chartered  bridge  banks  are  not  included  on  this  table 
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Mergers  consummated  involving  tivo  or  more  nonaffdiated  operating  banks,  January  1  to  December  31 ,  1995 


Title  and  location  of  banks 

Total  assets 

Arkansas 

July  1: 

First  National  Bank,  Clinton,  Arkansas  (18604),  with  . 

and  Searcy  County  Bank,  Marshall,  Arkansas,  with  . 

merged  under  charter  18604  and  title  "Union  Planters  Bank  of  Central  Arkansas,  N.A." 

The  merged  bank  at  date  of  merger  had  . 

$42,600,000 

34,571,000 

87,171,000 

California 

March  31: 

First  Pacific  National  Bank,  Escondido,  California  (17280),  with  . 

and  Overland  Bank,  Temecula,  California,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$158,923,000 

49,858,000 

208,781,000 

July  7: 

Santa  Lucia  National  Bank,  Atascadero,  California  (18691).  with  . 

and  Central  Coast  National  Bank,  Arroyo  Grande,  California  (21694),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$55,108,000 

13,261,000 

68,369,000 

August  25: 

United  Security  Bank,  N.A.,  Fresno,  California  (20993),  with  . 

and  Golden  Oak  Bank,  Oakhurst,  California,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$104,030,000 

42,279,000 

146,309,000 

November  30: 

Peninsula  National  Bank,  Rolling  Hills  Estate,  California  (22654),  with . 

and  Bay  Cities  National  Bank,  Redondo  Beach,  California  (17366),  with  . 

merged  under  charter  22654  and  title  "Bay  Cities  National  Bank."  The  merged  bank  at  date  of  merger  had  . 

$58,751,000 

61,569,000 

119,000,000 

Florida 

April  14: 

First  National  Bank  and  Trust  Company  of  the  Treasure  Coast,  Stuart,  Florida  (14838),  with  . 

and  American  Bank  of  Martin  County,  Stuart,  Florida,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$527,236,000 

68,675,000 

595,929,000 

May  16: 

The  Huntington  National  Bank  of  Florida,  Maitland,  Florida  (21058),  with  . 

and  Reliance  Bank  of  Florida,  Melbourne,  Florida,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$180,328,000 

92,693,000 

273,021,000] 

June  2: 

Republic  National  Bank  of  Miami,  Miami,  Florida  (15555),  with  . 

and  Plaza  Bank  of  Miami,  Coral  Gables,  Florida,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,180,541,000 

118,949,000 

1 ,288,607,000 

Georgia 

January  31: 

Peachtree  National  Bank,  Peachtree  City,  Georgia  (20668),  with . 

and  Peach  State  Bank,  Riverdale,  Georgia,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$75,557,000 

40,705,000 

113,211,000 

Hawaii 

May  19: 

Hawaii  National  Bank,  Honolulu,  Hawaii  (14911),  with  . 

and  Bank  USA,  N  A.,  Kihei,  Hawaii,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$293,479,000 

9,309,000 

302,621,000 

Illinois 

November  1 

The  First  National  Bank  in  Robinson,  Robinson,  Illinois  (13605),  with  . 

and  Farmers  State  Bank  of  Palestine,  Palestine,  Illinois,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$105,271,000 

57,964,000 

163,235,000 
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Mergers  consummated  involving  two  or  more  nonaffdiated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  assets 

Iowa 

January  26: 

Hawkeye  Bank  of  Pella,  N.A.,  Pella  Iowa  (2063),  with  . 

and  Taintor  Savings  Bank,  New  Sharon,  Iowa,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$76,325,000 

21,025,000 

98,881,000 

Kansas 

January  3: 

The  Girard  National  Bank,  Girard,  Kansas  (13347),  with  . 

and  The  Bucklin  State  Bank,  Bucklin,  Kansas,  with  . 

and  The  Farmers  State  Bank,  Offerle,  Kansas,  with . 

merged  under  charter  13347  and  title  “The  Girard  National  Bank."  The  merged  bank  at  date  of  merger  had . 

$83,598,000 

16,610,000 

12,252,000 

109,934,000 

December  1: 

Intrust  Bank,  N.A.,  Wichita,  Kansas  (2782),  with . 

and  The  First  National  Bank  of  Ottawa,  Ottawa,  Kansas  (1718),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$1,458,144,000 

44,624,000 

1,498,259,000 

December  14: 

First  United  National  Bank  and  Trust  Company,  Great  Bend,  Kansas  (11707),  with  . 

and  The  Burdett  State  Bank,  Burdett,  Kansas,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$112,030,000 

12,611,000 

124,742,000 

Louisiana 

February  17: 

First  National  Bank  of  Commerce,  New  Orleans,  Louisiana  (13689),  with  . 

and  First  Bank,  Slidell,  Louisiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$3,987,954,000 

251,135,000 

4,239,089,000 

February  17: 

The  First  National  Bank  of  Lafayette,  Lafayette,  Louisiana  (5023),  with . 

and  City  Bank  and  Trust  Company,  New  Iberia,  Louisiana,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$646,304,000 

85,889,000 

732,193,000 

March  1: 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13668),  with  . 

and  American  Bank,  Lorco,  Louisiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$6,232,700,000 

93,541,000 

6,326,557,000 

July  1: 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with . 

and  Bank  of  St.  John,  Reserve,  Louisiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$6,330,405,000 

123,781,000 

6,454,186,000 

August  1: 

MidSouth  National  Bank,  Lafayette,  Louisiana  (18684),  with  . 

and  Sugarland  State  Bank,  Jeanerette,  Louisiana,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$102,164,000 

16,669,000 

119,323,000 

August  3: 

The  First  National  Bank  of  Lake  Charles,  Lake  Charles,  Louisiana  (4154),  with . 

and  Lakeside  National  Bank  of  Lake  Charles,  Lake  Charles,  Louisiana  (14849),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$357,154,000 

177,094,000 

501,004,000 

October  2: 

First  National  Bank  of  Commerce,  New  Orleans,  Louisiana  (13689),  with 

and  Peoples  Bank  and  Trust  Company  of  St.  Bernard,  Chalmette,  Lousiana,  with 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  charter  had 

$4,525,841,000 

176,263,000 

4,703,505,000 

November  30: 

Premier  Bank,  N.A.,  Baton  Rouge,  Louisiana  (13655),  with . 

and  Homer  National  Bank,  Homer,  Louisiana  (4216),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$5,508,315,000 

95,094,000 

5,604,412,000 
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Mergers  consummated  involving  two  or  more  nonaffiliated  operating  banks, 


January  1  to  December  31 ,  1995  (continued) 

Title  and  location  of  banks 

Total  assets 

Maryland 

May  31: 

Farmers  and  Merchants  National  Bank,  Frederick,  Maryland  (1267),  with . 

and  The  Bank  of  Brunswick,  Brunswick,  Maryland,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$675,256,000 

28,607,000 

703,863,000 

Massachusetts 

January  27: 

Fleet  Bank  of  Massachusetts,  N.A.,  Boston,  Massachusetts  (18677),  with  . 

and  New  Bedford  Institution  for  Savings,  New  Bedford,  Massachusetts,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$9,200,000,000 

2,435,334,000 

11,635,334,000 

Missouri 

May  8  : 

Bank  Midwest,  N.A.,  Kansas  City,  Missouri  (22015),  with . 

and  Citizens  Bank  and  Trust  of  Kansas  City,  Kansas  City,  Missouri,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,091,193,000 

44,015,000 

1,136,073,000 

Nebraska 

March  31: 

North  Platte  National  Bank,  North  Platte,  Nebraska  (20195),  with  . 

and  Western  Bank,  Bridgeport,  Nebraska,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$90,855,000 

43,456,000 

136,333,000 

April  1: 

Firstier  Bank,  N.A.,  Omaha,  Nebraska  (1633),  with  . 

and  River  City  National  Bank,  Omaha,  Nebraska  (18258),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,625,933,000 

41,207,000 

1,669,952,000 

New  Hampshire 

July  1: 

The  First  National  Bank  of  Portsmouth,  Portsmouth,  New  Hampshire  (19),  with  . 

and  North  Conway  Bank,  North  Conway,  New  Hampshire,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$412,052,000 

133,002,000 

545,054,000 

New  Jersey 

January  14: 

NatWest  Bank,  N.A.,  Jersey  City,  New  Jersey  (374),  with . 

and  The  Central  Jersey  Bank  and  Trust  Company,  Freehold  Township,  New  Jersey,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$99,000,000,000 

18,000,000,000 

117,000,000,000 

February  28 

Valley  National  Bank,  Passaic,  New  Jersey  (15790),  with  . 

and  American  Union  Bank,  Union,  New  Jersey,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$3,703,158,000 

55,039,000 

3,758,214,000 

June  30: 

Midlantic  Bank,  N.A.,  Newark,  New  Jersey  (1316),  with . 

and  Bank  and  Trust  Company  of  Old  York  Road,  Willow  Grove,  Pennsylvania,  with  . 

merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  . 

$12,950,928,000 

231,171,000 

13,199,783,000 

June  30 

United  National  Bank,  Blairstown,  New  Jersey  (5621),  with . 

and  New  Era  Bank,  Franklin  Township,  New  Jersey,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$828,000,000 

114,000,000 

942,000,000 

June  30 

Valley  National  Bank,  Passaic,  New  Jersey  (15790),  with  . 

and  Lakeland  Savings  Bank,  Succasunna,  New  Jersey,  with . 

merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had  . 

$3,790,787,000 

673,288,000 

4,464.075.000 

October  6 

PNC  Bank  New  Jersey.  N  A  .  Mount  Laurel  Township,  New  Jersey  (21548),  with . 

and  Chemical  Bank  New  Jersey,  N  A  ,  Chester,  New  Jersey  (4274),  with 

merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 

$2,191,000 

3.320,784,000 

3,322,000.000 
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Mergers  consummated  involving  two  or  more  nonaffiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 

Title  and  location  of  banks 

New  York 

December  2: 

The  Citizens  National  Bank  of  Malone,  Malone,  New  York  (11897),  with  . 

and  The  First  National  Bank  of  Hermon,  Hermon,  New  York  (5605),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 


Total  assets 


$96,170,000 

6,893,000 

101,741,000 


Ohio 

December  2: 

PNC  Bank  Ohio,  N.A.,  Cincinnati,  Ohio  (16416),  with . 

and  The  Brentwood  Savings  Association,  Cincinnati,  Ohio,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Oklahoma 

February  3: 

Bank  IV  Oklahoma,  N.A.,  Tulsa,  Oklahoma  (18308),  with . 

and  Security  Bank  and  Trust  Company,  Blackwell,  Oklahoma,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

December  20: 

The  American  National  Bank  of  Bristow,  Bristow,  Oklahoma  (10849),  with  . 

and  Central  Oklahoma  Bank,  Depew,  Oklahoma,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Pennsylvania 

March  1: 

The  Miners  National  Bank,  Pottsville,  Pennsylvania  (649),  with  . 

and  The  Schuylkill  Haven  Trust  Company,  Schuylkill  Haven,  Pennsylvania,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Tennessee 

February  24: 

First  Tennessee  Bank,  N.A.,  Memphis,  Tennessee  (336),  with . 

and  Community  First  Bank,  Germantown,  Tennessee,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Texas 

January  9: 

First  Interstate  Bank  of  Texas,  N.A.,  Houston,  Texas  (17612),  with . 

and  Bank  of  North  Texas,  N.A.,  North  Richland  Hills,  Texas  (16329),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

February  3: 

Fidelity  Bank,  N.A.,  University  Park,  Texas  (18073),  with  . 

and  EastPark  National  Bank,  Dallas,  Texas  (20938),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

March  10: 

Bank  One  Texas,  N.A.,  Dallas,  Texas  (21969),  with  . 

and  First  Bank,  Coppell,  Texas,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  charter  had 

May  19: 

The  Frost  National  Bank,  San  Antonio,  Texas  (5179),  with  . 

and  National  Commerce  Bank,  Houston,  Texas  (20005),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

May  31: 

Boatmens  First  National  Bank  of  Amarillo,  Amarillo,  Texas  (4214),  with . 

and  First  National  Bank  in  Pampa,  Pampa,  Texas  (14207),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$4,321,675,000 

99,877,000 

4,429,579,000 


$2,574,594,000 

49,769,000 

2,625,105,000 


$188,719,000 

10,758,000 

199,608,000 


$225,878,000 

82,480,000 

308,443,000 


$9,814,728,000 

247,800,000 

10,062,528,000 


$5,816,900,000 

393,300,000 

6,179,300,000 


$122,411,000 

65,731,000 

188,142,000 


$18,505,524,000 

134,002,000 

18,639,489,000 


$3,552,590,000 

138,532,000 

3,680,070,000 


$1,339,973,000 

167,747,000 

1,507,720,000 


June  23: 

The  Frost  National  Bank,  San  Antonio,  Texas  (5179),  with  . 

and  The  Valley  National  Bank,  McAllen,  Texas  (15904),  with 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$3,552,590,000 

54,803,000 

3,613,270,000 
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Mergers  consummated  involving  two  or  more  nonaffiliated  operating  banks, 


January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  assets 

July  1: 

First  National  Bank  in  Cameron,  Cameron,  Texas  (13731),  with . 

and  Lee  County  National  Bank,  Giddings,  Texas  (17509),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$110,511,000 

22,378,000 

130,939,000 

July  12: 

First  Interstate  Bank  of  Texas,  N.A.,  Houston,  Texas  (17612),  with . 

and  Texas  National  Bank,  Tomball,  Texas  (18649),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$6,575,762,000 

97,826,000 

6,669,611,000 

July  13: 

Fidelity  Bank,  N.A.,  University  Park,  Texas  (18073),  with  . 

and  Interstate  National  Bank,  Dallas,  Texas  (21024),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$124,246,000 

36,874,000 

157,657,000 

July  31: 

First  National  Bank  Sweetwater,  Sweetwater,  Texas  (14598),  with  . 

and  Citizens  State  Bank,  Roby,  Texas,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$96,646,000 

19,930,000 

114,439,000 

October  2: 

The  National  Bank  of  Andrews,  Andrews,  Texas  (14788),  with . 

and  First  National  Bank  of  Andrews,  Andrews,  Texas  (17697),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$32,069,000 

35,828,000 

67,443,000 

November  1 7: 

Charter  National  Bank  Houston,  Houston,  Texas  (15078),  with  . 

and  La  Porte  State  Bank,  La  Porte,  Texas,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$435,910,000 

35,115,000 

469,730,000 

Utah 

June  5: 

Zions  First  National  Bank,  Salt  Lake  City,  Utah  (4341),  with . 

and  First  Western  National  Bank,  Moab,  Utah  (14964),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$4,039,270,000 

37,951,000 

4,081,835,000 

Wisconsin 

November  1: 

National  Exchange  Bank  and  Trust,  Fond  du  Lac,  Wisconsin  (13879),  with  . 

and  Adell  State  Bank,  Adell,  Wisconsin,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$378,584,000 

25,320,000 

425,531,000 

November  1: 

National  Exchange  Bank  and  Trust,  Fond  du  Lac,  Wisconsin  (13879),  with  . 

and  Bank  of  Elkhart  Lake,  Elkhart  Lake,  Wisconsin,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$378,584,000 

18,486,000 

425,531,000 

Wyoming 

July  31: 

First  National  Bank  Torrington,  Torrington,  Wyoming  (14506),  with  . 

and  Lingle  State  Bank,  Lingle,  Wyoming,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$41,997,000 

16,888,000 

58,804,000 
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Florida 


Mergers  consummated  involving  nonaffiliated  national  banks  and  savings  and  loan  associations, 

January  1  to  December  3 1 ,  1995 


Title  and  location  of  institutions 


Total  assets 


April  1: 

First  Union  National  Bank  of  Florida,  Jacksonville,  Florida  (17695),  with  . 

and  First  Florida  Savings  Bank,  F.S.B.,  Miami,  Florida,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$31,064,058,000 

97,841,000 

31,165,477,000 


June  1: 

First  Union  National  Bank  of  Florida,  Jacksonville,  Florida  (17695),  with  . 

and  Coral  Gables  Federal  Savings  and  Loan,  Coral  Gables,  Florida,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$33,144,262,000 

2,463,933,000 

35,608,195,000 


July  1: 

First  Union  National  Bank  of  Florida,  Jacksonville,  Florida  (17695),  with  . 

and  American  Savings  of  Florida,  F.S.B.,  Miami,  Florida,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Georgia 
August  9: 

First  Union  National  Bank  of  Georgia,  Atlanta,  Georgia  (21 161),  with  . 

and  Home  Federal  Savings  Bank,  F.S.B.,  Rome,  Georgia,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Illinois 

April  10: 

The  Mid-City  National  Bank  of  Chicago,  Chicago,  Illinois  (13684),  with . 

and  Peoples  Federal  Savings  and  Loan  Association  of  Chicago,  Chicago,  Illinois,  with 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$31,439,995,000 

3,485,190,000 

33,144,262,000 


$8,977,000,000 

194,000,000 

9,171,000,000 


$726,421,000 

31,815,000 

752,496,000 


July  14: 

Marquette  National  Bank,  Chicago,  Illinois  (14504),  with . . 

and  Huntington  Federal  Savings  Bank  of  Illinois,  Chicago,  Illinois,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$778,247,000 

50,935,000 

829,182,000 


Indiana 

August  4: 

The  Citizens  National  Bank  of  Evansville,  Evansville,  Indiana  (2188),  with . 

and  Union  Federal  Savings  Bank,  Evansville,  Indiana,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Rhode  Island 

March  3: 

Fleet  National  Bank,  Providence,  Rhode  Island  (1302),  with  . . 

and  Plaza  Home  Mortgage  Bank,  F.S.B.,  Santa  Ana,  Rhode  Island,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


Oklahoma 

January  6: 

Bank  IV  Oklahoma,  N.A.,  Tulsa,  Oklahoma  (18308),  with  .  .  . . 

and  Stillwater  Federal  Savings  Bank,  Stillwater  Oklahoma,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


South  Carolina 

October  6: 

First  Union  National  Bank  of  South  Carolina,  Greenville,  South  Carolina  (21 183),  with  . 

and  United  Savings  Bank,  F.S.B.,  Greenwood,  South  Carolina,  with  . 

and  Home  Federal  Savings  Bank  of  South  Carolina,  Rock  Hill,  South  Carolina,  with 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

Virginia 
April  2: 

First  Union  National  Bank  of  Virginia,  Roanoke,  Virginia  (2737)^ with . 

and  Ameribanc  Savings  Bank,  F.S.B.,  Annandale,  Virginia,  with  •••••••■  .  , 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$1,473,256,000 

436,693,000 

1,909,949,000 


$8,500,000,000 

876,200,000 

9,376,200,000 


$2,625,015,000 

97,005,000 

2,725,995,000 


$2,353,000,000 

469,000,000 

291,500,000 

3,202,000,000 


$7,930,582,000 

1,059,715,000 

9,037,331,000 
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Mergers  consummated  involving  nonaffiliated  national  banks  and  savings  and  loan  associations, 
_ January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  assets 

November  3 

First  Union  National  Bank  of  Virginia,  Roanoke,  Virginia  (2737),  with 

and  Columbia  First  Bank,  F.S.B.,  Arlington,  Virginia,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$80,690,000 

12,300,000 

109,730,000 

Washington 

January  7: 

First  Interstate  Bank  of  Washington,  N.A.,  Seattle,  Washington  (3417)  with 

and  University  Savings  Bank,  Seattle,  Washington,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$4,356,827,000 

1,166,468,000 

5,523,295,000 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks,  January  1  to  December  31,  1995 


Title  and  location  of  banks 

Alabama 


Total  assets 


January  13: 

SouthTrust  Bank  of  Alabama,  N.A.,  Birmingham,  Alabama  (14569),  with  . 

and  SouthTrust  Bank,  Auburn,  Alabama,  with  . 

and  SouthTrust  Bank  of  the  Quad  Cities,  Florence,  Alabama,  with  . 

and  SouthTrust  Bank  of  Selma,  N.A.,  Selma,  Alabama  (22257),  with . 

and  SouthTrust  Bank  of  Randolph  County,  N.A.,  Roanoke,  Alabama  (22166),  with . 

and  SouthTrust  Bank  of  Talladega  County,  Sylacauga,  Alabama,  with . 

and  SouthTrust  Bank  of  Walker  County,  Jasper,  Alabama,  with  . 

and  SouthTrust  Bank  of  Dothan,  N.A.,  Dothan,  Alabama  (5249),  with  . 

and  SouthTrust  Bank,  N.A.,  Montgomery,  Alabama  (15441),  with  . 

and  SouthTrust  Bank  of  Mobile,  Mobile,  Alabama,  with  . 

and  SouthTrust  Bank  of  Huntsville,  N.A.,  Huntsville,  Alabama  (15267),  with  . 

and  SouthTrust  Bank  of  Calhoun  County,  N.A.,  Anniston,  Alabama  (3041),  with  . 

and  SouthTrust  Bank  of  Etowah  County,  N.A.,  Gadsden,  Alabama  (14495),  with  . 

and  SouthTrust  Bank  of  Covington  County,  N.A.,  Opp,  Alabama  (7985),  with . 

and  SouthTrust  Bank  of  Marshall  County,  N.A.,  Boaz,  Alabama  (21738),  with . 

and  SouthTrust  Bank  of  Baldwin  County,  Bay  Minette,  Alabama,  with  . 

and  SouthTrust  Bank  of  Cullman,  N.A.,  Cullman,  Alabama  (9614),  with . 

and  SouthTrust  Bank  of  Morgan  County,  Hartselle,  Alabama,  with . 

and  SouthTrust  Bank  of  Central  Alabama,  Alexander  City,  Alabama,  with . 

and  SouthTrust  Bank  of  Tuscaloosa  County,  N.A.,  Tuscaloosa,  Alabama  (22378),  with . 

and  SouthTrust  Bank  of  Marion  County,  Hamilton,  Alabama,  with  . 

and  SouthTrust  Bank  of  Coffee  County,  Elba,  Alabama,  with  . 

and  SouthTrust  Bank  of  Ozark,  Ozark,  Alabama,  with  . 

merged  under  charter  14569  and  title  “SouthTrust  Bank  of  Alabama,  N.A.  The  merged  bank  at  date  of  merger  had 


$5,186,292,000 

108,942,000 

118,194,000 

73,514,000 

45,364,000 

46,788,000 

40,969,000 

573,752,000 

520,862,000 

466,569,000 

391,841,000 

356,225,000 

267,098,000 

220,408,000 

229,772,000 

229,130,000 

150,670,000 

128,322,000 

130,833,000 

147,951,000 

130,886,000 

108,744,000 

109,927,000 

9,688,866,000 


Arizona 

May  12: 

Norwest  Bank  Arizona,  N.A.,  Phoenix,  Arizona  (18295),  with . 

and  Caliber  Bank,  Phoenix,  Arizona,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$2,265,072,000 

1,629,775,000 

3,894,847,000 


November  10: 

Norwest  Bank  Arizona,  N.A.,  Phoenix,  Arizona  (18295),  with . 

and  First  American  National  Bank,  Chandler,  Arizona  (15715),  with  . 

merged  under  charter  15715  and  title  “Norwest  Bank  Arizona,  N.A.”  The  merged  bank  at  date  of  merger  had 


$3,608,538,000 

38,366,000 

3,644,866,000 


Arkansas 

April  1: 

Simmons  First  National  Bank,  Pine  Bluff,  Arkansas  (6680),  with . 

and  First  State  Bank,  Gould,  Arkansas,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$583,866,000 

17,855,000 

602,292,000 


October  1: 

State  First  National  Bank,  Texarkana,  Arkansas  (7138),  with  . . 

and  The  First  National  Bank  in  Ashdown,  Ashdown,  Arkansas  (13534),  with  .  .  . 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


November  30: 

First  Commercial  Bank,  N.A.,  Little  Rock,  Arkansas  (13949),  with  . 

and  Citizens  First  Bank,  Little  Rock,  Arkansas,  with . . ■  •  • 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


California 

August  26: 


Community  First  National  Bank,  Pleasanton,  California  (21446),  with  . 

and  Bank  of  Livermore,  Livermore,  California,  with  . . ,  , 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$391,855,000 

47,641,000 

437,996,000 


$1,335,870,000 

91,311,000 

1,427,181,000 


$186,100,000 

68,200,000 

251,300,000 
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Colorado 


Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
_ January  1  to  December  31 ,  1995  (continued) 


Title  and  location  of  banks 


Total  cissets 


January  1: 

Bank  One  Denver,  N.A.,  Denver,  Colorado  (15184),  with . 

and  Bank  One  Colorado  Springs,  N.A.,  Colorado  Springs,  Colorado  (2179),  with  . 

and  Bank  One  Fort  Collins/Loveland,  N.A.,  Loveland,  Colorado  (13624),  with  . 

and  Bank  One  Greeley,  N.A.,  Greeley,  Colorado  (13928),  with  . 

and  Bank  One  Western  Colorado,  N.A.,  Salida,  Colorado  (22021),  with  . 

and  Bank  One  One  Boulder,  N.A.,  Boulder,  Colorado  (14021),  with  . 

merged  under  charter  15184  and  title  Bank  One  Colorado,  N.A.  The  merged  bank  at  date  of  merger  had 


$1,413,305,000 

445,995,000 

278,438,000 

247,623,000 

361,848,000 

670,834,000 

3,348,649,000 


January  1: 

Norwest  Bank  Colorado,  N.A.,  Denver,  Colorado  (3269),  with  . 

and  Norwest  Bank  Academy  Place,  N.A.,  Colorado  Springs,  Colorado  (17891),  with . 

and  Norwest  Bank  of  Aspen,  N.A.,  Aspen,  Colorado  (22634),  with  . 

and  Norwest  Bank  Boulder,  N.A.,  Boulder,  Colorado  (2355),  with  . 

and  Norwest  Bank  Brighton,  N.A.,  Brighton,  Colorado  (21831),  with . 

and  Norwest  Bank  Colorado  Springs,  N.A.,  Colorado  Springs,  Colorado  (15378),  with  . 

and  Norwest  Bank  Colorado  Springs  East,  N.A.,  Colorado  Springs,  Colorado  (15378),  with  . 

and  Norwest  Bank  Delta,  N.A.,  Delta,  Colorado  (15321),  with . 

and  Norwest  Bank  Durango,  N.A.,  Durango,  Colorado  (18761),  with  . 

and  Norwest  Bank  Fort  Collins,  N.A.,  Fort  Collins,  Colorado  (7837),  with 

and  Norwest  Bank  Fort  Collins  South,  N.A.,  Fort  Collins,  Colorado  (16909),  with 

and  Norwest  Bank  Garden  of  the  Gods,  N.A.,  Colorado  Springs,  Colorado  (18762),  with 

and  Norwest  Bank  Greeley,  N.A.,  Greeley,  Colorado  (3178),  with  . 

and  Norwest  Bank  Ignacio,  N.A.,  Ignacio,  Colorado  (21826),  with  . 

and  Norwest  Bank  LaSalle,  N.A.,  LaSalle,  Colorado  (15275),  with . 

and  Norwest  Bank  Longmont,  N.A.,  Longmont,  Colorado  (17481),  with  . 

and  Norwest  Bank  Montrose,  N.A.,  Montrose,  Colorado  (4007),  with  . 

and  Norwest  Bank  Pueblo,  N.A.,  Pueblo,  Colorado  (21776),  with  . 

and  Norwest  Bank  Steamboat  Springs,  N.A.,  Steamboat  Springs,  Colorado  (14400),  with . 

and  Norwest  Bank  Sterling,  N.A.,  Sterling,  Colorado  (21827),  with  . 

and  Norwest  Bank  Sunset  Park,  N.A.,  Pueblo,  Colorado  (15003),  with  . 

merged  under  charter  3269  and  title  “Norwest  Bank  Colorado,  N.A."  The  merged  bank  at  date  of  merger  had 


$3,807,441,000 

57,558,000 

104,843,000 

298,136,000 

56,701,000 

388,680,000 

110,618,000 

57,266,000 

59,701,000 

227,596,000 

69,809,000 

53,137,000 

200,430,000 

56,393,000 

20,976,000 

89,792,000 

151,525,000 

162,123,000 

115,394,000 

83,281,000 

73,992,000 

6,179,738,000 


March  20: 

Norwest  Bank  Colorado,  N.A.,  Denver,  Colorado  (3269),  with . 

and  The  Ken-Caryl  Bank,  Littleton,  Colorado,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$6,313,463,000 

26,701,000 

6,340,164,000 


May  22: 

Norwest  Bank  Colorado,  N.A.,  Denver,  Colorado  (3269),  with  . 

and  First  National  Bank  of  Parker,  Parker,  Colorado  (17736),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$6,222,856,000 

59,796,000 

6,282,652,000 


August  14: 

Norwest  Bank  Colorado,  N.A.,  Denver,  Colorado  (3269),  with . 

and  Goldenbank,  N.A.,  Golden,  Colorado  (14384),  with  . 

and  Goldenbank,  N.A.,  Englewood,  Englewood,  Colorado  (21258),  with  . 

and  Goldenbank  Applewood,  Wheat  Ridge,  Colorado,  with  . 

merged  under  charter  3269  and  title  “Norwest  Bank  Colorado,  N.A."  The  merged  bank  at  date  of  merger  had 

November  30: 

Colorado  Community  First  National  Bank,  Fort  Morgan,  Colorado  (7004),  with . 

and  Colorado  Community  First  National  Bank,  Holyoke,  Colorado  (9278),  with . 

and  Colorado  Community  First  National  Bank,  Sterling,  Colorado  (15024),  with . 

and  Colorado  Community  First  National  Bank,  Burlington,  Colorado  (15181),  with . 

and  Colorado  Community  First  National  Bank,  Englewood,  Colorado  (15480),  with  . 

merged  under  charter  7004  and  title  "Colorado  Community  First  National  Bank." 

The  merged  bank  at  date  of  merger  had  . 


$6,282,652,000 

273,384,000 

30,260,000 

55,473,000 

6,656,882,000 


$38,382,000 

19,344,000 

29,857,000 

26,790,000 

36,697,000 

151,238,000 


Connecticut 

October  2 

Shawmct  Bank  Connecticut,  N  A  ,  Hartford,  Connecticut  (1338),  with . 

and  Shawrrnjt  Trust  Company  of  Rhode  Island,  East  Providence,  Rhode  Island,  with 
merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 


$18,663,1 1 1,000 
1 ,989,000 
18,665,100,000 
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Florida 


Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 


Total  assets 


July  1 1: 

The  Huntington  National  Bank  of  Florida,  Maitland,  Florida  (21058),  with  . 

and  First  Seminole  National  Bank,  Lake  Mary,  Florida  (22901),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$542,570,000 

52,736,000 

595,306,000 


August  1 1: 

Sun  Bank  Miami,  N.A.,  Miami,  Florida  (12047),  with . 

and  Key  Biscayne  Bank  and  Trust  Company,  Key  Biscayne,  Florida,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

December  15: 

SouthTrust  Bank  of  Florida,  N.A.,  St.  Petersburg,  Florida  (23021),  with  . . 

and  SouthTrust  Bank  of  Northeast  Florida,  N.A.,  Jacksonville,  Florida  (16441),  with . 

and  SouthTrust  Bank  of  Southwest  Florida,  N.A.,  Ft.  Myers,  Florida  (20942),  with . 

and  SouthTrust  Bank  of  the  Suncoast,  Sarasota,  Florida,  with  . 

and  SouthTrust  Bank  of  Orlando,  Orlando,  Florida,  with . 

and  SouthTrust  Bank  of  Central  Florida,  Deland,  Florida,  with  . 

merged  under  charter  23021  and  title  “SouthTrust  Bank  of  Florida,  N.A."  The  merged  bank  at  date  of  merger  had 

December  21: 

Bank  of  Madison  County,  N.A.,  Madison,  Florida  (22991),  with  . 

and  NationsBank  of  Florida,  N.A.,  Tampa,  Florida  (14376),  with  . 

merged  under  charter  22991  and  title  “NationsBank  of  Florida,  N.A.”  The  merged  bank  at  date  of  merger  had  .  . 

Georgia 

January  1: 

Trust  Company  Bank  of  Northeast  Georgia,  N.A.,  Athens,  Georgia  (1639),  with . 

and  Trust  Company  Bank  of  North  Georgia,  Gainesville,  Georgia,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

December  29: 

NationsBank  of  Georgia,  N.A.,  Atlanta,  Georgia  (13068),  with  .  . . 

and  NationsBank  of  Florida,  N.A.,  Valdosta,  Georgia  (22991),  with . 

merged  under  charter  13068  and  title  “NationsBank  (South),  N.A.”  The  merged  bank  at  date  of  merger  had  ...  . 

Illinois 

January  1: 

First  National  Bank  of  Crystal  Lake,  Crystal  Lake,  Illinois  (14935),  with  . . 

and  Wauconda  National  Bank  and  Trust  Company,  Wauconda,  Illinois  (14605),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

February  1: 

Amcore  Bank,  N.A.,  Rock  River  Valley,  Sterling,  Illinois  (14366),  with  . 

and  Amcore  Bank,  N.A  ,  Dixon,  Dixon,  Illinois  (1881),  with  .  _ . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

March  9: 

American  National  Bank  and  Trust  Company  of  Chicago,  Chicago,  Illinois  (13216),  with  .  . 

and  American  National  Bank  and  Trust  Company  of  Wisconsin,  Genoa  City,  Illinois  (22117),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 


$2,408,775,000 

149,697,000 

2,569,883,000 


$1,055,661,000 

323,845,000 

429,239,000 

220,201,000 

296,300,000 

785,586,000 

3,123,291,000 


$51,800,000 

22,091,000 


$307,660,000 
316,977,000 
621 ,387,000 


$15,684,000,000 

22,900,000,000 

37,040,000,000 


$109,924,000 

97,123,000 

215,573,000 


$222,850,000 

234,402,000 

457,252,000 


$5,464,244,000 

43,111,000 

5,507,355,000 


May  2: 

Commerce  Bank,  N.A.,  Peoria,  Illinois  (176),  with  . 

and  Chillicothe  State  Bank,  Chillicothe,  Illinois,  with  .  . 
merged  under  charter  and  title  of  the  former.  The  merged 


bank  at  date  of  merger  had 


May  6: 

The  Harrisburg  National  Bank,  Harrisburg,  Illinois  (14387)  with i  .  . 

and  The  First  National  Bank  Effingham,  Effingham,  Illinois  (4233),  with .  ,  '  . . .  , 

merged  under  charter  14387  and  title  “Citizens  Bank  of  Illinois,  N.A."  The  merged  bank  at  date  of  merger  had 


$469,579,000 

23,765,000 

491,090,000 


$108,936,000 

134,197,000 

244,393,000 
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Mergers  consummated  involving  tivo  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  cissets 

May  18: 

First  Midwest  Bank/Western  Illinois,  N.A.,  Moline,  Illinois  (13660),  with 

and  First  Midwest  Bank/lllinois,  N.A.,  Joliet,  Illinois  (14441),  with . 

and  First  Midwest  Bank,  N.A.,  Waukegan,  Illinois  (16431),  with . 

and  First  Midwest  Bank/Danville,  N.A.,  Danville,  Illinois  (2584),  with  . 

merged  under  charter  13660  and  title  “First  Midwest  Bank,  N.A."  The  merged  bank  at  date  of  merger  had 

$365,339,000 

1,020,751,000 

860,687,000 

214,703,000 

2,452,957,000 

June  21: 

Madison  National  Bank,  Niles,  Illinois  (16588),  with  . 

and  Madison  Bank  and  Trust  Company,  Chicago,  Illinois,  with  . 

merged  under  charter  16588  and  title  Madison  Bank,  N.A.  The  merged  bank  at  date  of  merger  had 

$119,707,000 

179,057,000 

298,764,000 

July  20: 

The  First  National  Bank  of  Central  Illinois,  Springfield,  Illinois  (205),  with . 

and  City  Bank  of  Bloomington-Normal,  Bloomington,  Illinois,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  .  . 

$508,862,000 

47,988,000 

556,850,000 

July  31: 

National  Bank  of  Northern  Illinois,  Waukegan,  Illinois  (945),  with . 

and  Bank  of  Northern  Illinois,  Glenview,  Illinois,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$143,000,000 

62,000,000 

205,000,000 

September  15: 

Citizens  National  Bank  of  Macomb,  Macomb,  Illinois  (14415),  with . 

and  Roseville  State  Bank,  Roseville,  Illinois,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$103,998,000 

17,411,000 

121,409,000 

October  14: 

The  First  National  Bank  of  Chicago,  Chicago,  Illinois  (8),  with . 

and  Oxford  Bank,  Romeoville,  Illinois,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$34,491,000,000 

42,213,000 

34,533,213,000 

October  27: 

The  First  National  Bank  of  Metropolis,  Metropolis,  Illinois  (3156),  with . 

and  Galatia  Community  State  Bank,  Galatia,  Illinois,  with  . 

and  The  First  State  Bank  of  Mounds,  Mounds,  Illinois,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$32,330,000 

22,009,000 

23,116,000 

73,886,000 

December  7: 

The  First  National  Bank  of  Harrisburg,  Harrisburg,  Illinois  (4003),  with  . 

and  The  Bank  of  Harrisburg,  Harrisburg,  Illinois,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$140,000,000 

30,000,000 

170,000,000 

Indiana 

January  1: 

The  Tell  City  National  Bank,  Tell  City,  Indiana  (5756),  with  . 

and  First  National  Bank  of  Perry  County,  Cannelton,  Indiana  (9682),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$127,256,000 

22,074,000 

147,698,000 

January  27 

Norwest  Bank  Indiana,  N.A.,  Fort  Wayne,  Indiana  (13987),  with  . 

and  Norwest  Bank  La  Porte,  Indiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,875,963,000 

140,891,000 

2,016,854,000 

March  10 

Society  National  Bank  Indiana,  South  Bend,  Indiana  (206),  with  . 

and  Citizens  Banking  Company,  Anderson,  Indiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$2,986,000,000 

346,413,000 

3,600,000,000 

Iowa 

May  15 

Firstar  Bank  Davenport,  N  A  .  Davenport,  Iowa  (22198),  with  . 

and  Firstar  Bank  Quad  Cities,  N  A  ,  Moline,  Iowa  (22847),  with . 

merged  jnder  charter  22198  and  title  “Firstar  Bank  Quad  Cities,  N.A."  The  merged  bank  at  date  of  merger  had 

$226,000,000 

84.000.000 

310,000,000 
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December  1 1: 


Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 


Total  assets 


Firstar  Bank  Des  Moines,  N.A.,  Des  Moines,  Iowa  (16324),  with  . 

and  Firstar  Bank  Ames,  Ames,  Iowa,  with . 

and  Firstar  Bank  Cedar  Falls,  Cedar  Falls,  Iowa,  with  . 

and  Firstar  Bank  Cedar  Rapids,  N.A.,  Cedar  Rapids,  Iowa  (2511 ),  with  . 

and  Firstar  Bank  Council  Bluffs,  Council  Bluffs,  Iowa,  with . 

and  Firstar  Bank  Mount  Pleasant,  Mount  Pleasant,  Iowa,  with . 

and  Firstar  Bank  Ottumwa,  Ottumwa,  Iowa,  with  . 

and  Firstar  Bank  Sioux  City,  N.A.,  Sioux  City,  Iowa  (13538),  with . 

and  Firstar  Bank  Quad  Cities,  N.A.,  Davenport,  Iowa  (22198),  with . 

merged  under  charter  16324  and  title  “Firstar  Bank  Iowa,  N.A."  The  merged  bank  at  date  of  merger  had 


$456,000,000 

139,000,000 

108,000,000 

799,000,000 

309,000,000 

102,500,000 

179,600,000 

244,000,000 

306,000,000 

2,754,000,000 


Kansas 

January  1: 

Central  National  Bank,  Junction  City,  Kansas  (4284),  with . 

and  Central  National  Bank  Marion  County,  Marion,  Kansas  (10980),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$234,417,000 

56,037,000 

290,454,000 


February  11: 

Intrust  Bank,  N.A.,  Wichita,  Kansas  (2782),  with . 

and  Intrust  Bank,  Valley  Center,  Kansas,  with . 

and  Intrust  Bank  Haysville,  N.A.,  Haysville,  Kansas  (22184),  with  . 

and  Intrust  Bank  Johnson  County,  N.A.,  Prairie  Village,  Kansas  (22331),  with . 

and  Intrust  Bank  El  Dorado,  N.A.,  El  Dorado,  Kansas  (21003),  with  . 

merged  under  charter  2782  and  title  “Intrust  Bank,  N.A."  The  merged  bank  at  date  of  merger  had 

July  1: 

Commerce  Bank,  N.A.,  Kansas  City,  Kansas  (181 12),  with  . 

and  Commerce  Bank,  N.A.,  Leavenworth,  Kansas  (18289),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

July  21: 

Fort  National  Bank,  Easton,  Kansas  (21318),  with  . . 

and  First  National  Bank  and  Trust  Company  of  Leavenworth,  Leavenworth,  Kansas  (182),  with  .  .  . 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

August  18: 

Bank  IV  Wichita,  N.A.,  Wichita,  Kansas  (12490),  with . 

and  Bank  IV  Missouri,  N.A.,  Overland  Park,  Kansas  (22827),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

September  1: 

Commerce  Bank,  N.A.,  Wichita,  Kansas  (1 1010),  with . 

and  Commerce  Bank,  El  Dorado,  Kansas,  with  .  _ . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 


$1,180,040,000 

44,261,000 

82,401,000 

82,841,000 

40,240,000 

1,419,590,000 


$137,398,000 

92,492,000 

229,890,000 


$15,325,000 

56,913,000 

70,862,000 


$4,980,141,000 

84,701,000 

5,034,700,000 


$660,971,000 

92,940,000 

761,445,000 


December  29: 

The  First  National  Bank  of  Conway  Springs,  Conway  Springs,  Kansas  (8467),  with  .  . 

and  The  Farmers  State  Bank  of  Norwich,  Norwich,  Kansas,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$21,457,000 

13,528,000 

34,985,000 


Kentucky 
September  11: 

Liberty  National  Bank  and  Trust  Company  of  Kentucky,  Louisville  Kentucky  (I4320),  with  ^  •••••■■  . , 

and  Liberty  National  Bank  and  Trust  Company  of  Central  Kentucky,  Elizabethtown,  Kentucky  (22700),  with 

and  Liberty  National  Bank  of  Owensboro,  Owensboro,  Kentucky  (22522),  with  . 

and  Liberty  National  Bank  of  Shelbyville,  Shelbyville,  Kentucky  (21884),  with  . ,  o  , 

merged  under  charter  14320  and  title  "Bank  One  Kentucky,  N.A.'  The  merged  bank  at  date  of  merger  had 


$3,599,430,000 

221,329,000 

272,197,000 

65,292,000 

4,136,291,000 


November  3: 

Farmers  National  Bank,  Williamsburg,  Kentucky  (7174),  with  • . 

and  Farmers  National  Bank  of  London,  London,  Kentucky  (22986),  with  .  ■  • 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$95,273,000 

41,536,000 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 

January  1  to  December  31,  1995  (continued) 

Title  and  location  of  banks 

Total  assets 

Louisiana 

May  1: 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with . 

and  State  Bank  and  Trust  Company,  Donaldson,  Louisiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$6,323,933,000 

97,387,000 

6,421,837,000 

July  1: 

Hibernia  National  Bank,  New  Orleans,  Louisiana  (13688),  with  . 

and  Progressive  Bank  and  Trust  Company,  Houma,  Louisiana,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$6,421,837,000 

139,345,000 

6,562,200,000 

Maryland 

March  31: 

Sequoia  National  Bank,  Bethesda,  Maryland  (21392),  with  . 

and  Sequoia  National  Bank  Maryland,  Bethesda,  Maryland  (22686),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$48,500,000 

101,360,000 

149,300,000 

August  28: 

First  United  National  Bank  and  Trust,  Oakland,  Maryland  (5623),  with  . 

and  First  United  Bank  of  West  Virginia,  N.A.,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$344,725,000 

44,913,000 

389,638,000 

November  20: 

First  United  National  Bank  and  Trust,  Oakland,  Maryland  (5623),  with  . 

and  Myersville  Bank,  Myersville,  Maryland,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$401,129,000 

78,070,000 

479,199,000 

Massachusetts 

August  31: 

BayBank  Boston,  N.A.,  Boston,  Massachusetts  (16757),  with  . 

and  BayBank  Connecticut,  N.A.,  Springfield,  Massachusetts  (21403),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$994,186,000 

88,719,000 

1 ,082,905,000 

October  31: 

BayBank,  N.A.,  Boston,  Massachusetts  (22977),  with  . 

and  BayBank  Boston,  N.A.,  Boston,  Massachusetts  (16757),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$9,800,000,000 

999,000,000 

9,800,000,000 

Michigan 

March  31: 

First  of  America  Bank  Michigan,  N.A.,  Kalamazoo,  Michigan  (191),  with . 

and  First  of  America  Bank  West  Michigan,  N.A.,  Grand  Rapids,  Michigan  (22875),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$12,362,082,000 

353,033,000 

13,691,000,000 

Minnesota 

January  1: 

Marquette  Bank,  N.A.,  Golden  Valley,  Minnesota  (22831),  with  . 

and  Marquette  Bank  Brookdale,  Brooklyn  Center,  Minnesota,  with  . 

and  Marquette  Bank  Brooklyn  Park,  Brooklyn  Park,  Minnesota,  with  . 

and  Marquette  Bank  Coon  Rapids,  Coon  Rapids,  Minnesota,  with  . 

and  Marquette  Bank  Hutchinson,  N.A.,  Hutchinson,  Minnesota  (14216),  with . 

and  Marquette  Bank  Lakeville,  Lakeville,  Minnesota,  with  . 

and  Marquette  Bank  Monticello,  Monticello,  Minnesota,  with . 

and  Marquette  Bank  Mound,  Mound,  Minnesota,  with . 

and  Marquette  Bank  New  Hope,  New  Hope,  Minnesota,  with  . 

and  Marquette  Bank  New  Prague,  New  Prague,  Minnesota,  with  . 

and  Marquette  Bank  Shakopee,  N.A.,  Shakopee,  Minnesota  (3039),  with . 

merged  under  charter  22831  and  title  "Marquette  Bank,  N  A.”  The  merged  bank  at  date  of  merger  had  . 

$193,471,000 

101,756,000 

45,647,000 

71 ,473,000 
68,966,000 
67,520,000 
42,973,000 
47,002.000 
60,932,000 
43,336,000 
87,815,000 
803,707,000 

January  3 

American  National  Bank  of  Litte  Falls,  Little  Falls,  Minnesota  (13353),  with . 

and  Community  First  State  Bank  of  Paynesville,  Paynesville,  Minnesota,  with  . 

and  Community  First  National  Bank,  Morris,  Minnesota  (20497),  with . 

and  Community  First  National  Bank  of  Wheaton,  Wheaton,  Minnesota  (20592),  with  . 

merged  jndor  charter  13353  and  title  "Community  First  National  Bank.”  The  merged  bank  at  date  of  merger  had 

$67,855,000 

56,721,000 

68,760,000 

20,395.000 

213,731,000 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 

January  1  to  December  31,  1995  (continued) 

Title  and  location  of  banks 

Total  assets 

January  3: 

Community  First  National  Bank  of  Fergus  Falls,  Fergus  Falls,  Minnesota  (2030),  with . 

and  Community  First  National  Bank,  Ada,  Minnesota  (10665),  with . 

and  Community  First  National  Bank  of  Breckenridge,  Breckenridge,  Minnesota  (4644),  with . 

merged  under  charter  2030  and  title  “Community  First  National  Bank.”  The  merged  bank  at  date  of  merger  had  .... 

$98,331,000 

16,863.000 

28,037,000 

143,231,000 

January  3: 

Community  First  National  Bank,  Worthington,  Minnesota  (8689),  with . 

and  Community  First  National  Bank  of  Marshall,  Marshall,  Minnesota  (20590),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$149,790,000 

68,346,000 

218,316,000 

February  17: 

Norwest  Bank  Minnesota  Central,  N.A.,  St.  Cloud,  Minnesota  (14622),  with  . 

and  Community  State  Bank  of  Alexandria,  Alexandria,  Minnesota,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$403,548,000 

59,315,000 

462,863,000 

February  21: 

First  Bank,  N.A.,  Minneapolis,  Minnesota  (710),  with  . 

and  First  Bank  Fergus  Falls,  N.A.,  Fergus  Falls,  Minnesota  (22821),  with  . 

and  First  Bank  Grand  Rapids,  N.A.,  Grand  Rapids,  Minnesota  (22822),  with  . 

and  First  Bank  Maple  Grove,  N.A.,  Maple  Grove,  Minnesota  (22823),  with  . 

and  First  Bank  Minneapolis  South,  N.A.,  Minneapolis,  Minnesota  (22824),  with  . 

and  First  Bank  St.  Cloud,  N.A.,  St.  Cloud,  Minnesota  (22825),  with . 

merged  under  charter  710  and  title  “First  Bank,  N.A.”  The  merged  bank  at  date  of  merger  had  . 

$14,149,600,000 

80,800,000 

105,500,000 

90,400,000 

126,700,000 

98,800,000 

14,651,800,000 

April  28: 

Firstar  Bank  of  Minnesota,  N.A.,  Bloomington,  Minnesota  (16128),  with  . 

and  Investors  National  Bank,  Wyzata,  Minnesota  (22878),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$1,000,000,000 

1 ,000,000,000 
2,000,000,000 

October  1: 

The  First  National  Bank  of  Glencoe,  Glencoe,  Minnesota  (2571),  with . 

and  First  Bank  of  Minnesota,  Hutchinson,  Minnesota,  with  . 

merged  under  charter  2571  and  title  First  Minnesota  Bank,  N.A.  The  merged  bank  at  date  of  merger  had . 

$62,839,000 

19,847,000 

82,686,000 

October  2: 

Community  First  National  Bank,  Worthington,  Minnesota  (8989),  with . 

and  Community  First  National  Bank  of  Mabel,  Mabel,  Minnesota  (9031),  with  . 

and  Community  First  National  Bank  of  Caledonia,  Caledonia,  Minnesota  (18346),  with  . 

merged  under  charter  8989  and  title  Community  First  National  Bank.  The  merged  bank  at  date  of  merger  had . 

$228,763,000 

25,713,000 

42,162,000 

297,394,000 

October  27: 

Norwest  Bank  Minnesota,  N.A.,  Minneapolis,  Minnesota  (2006),  with  . 

and  Fridley  Bank,  N.A.,  Fridley,  Minnesota  (22830),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$15,453,887,000 

52,552,000 

15,506,439,000 

November  17: 

Norwest  Bank  Minnesota  North,  N.A.,  Duluth,  Minnesota  (3626),  with . 

and  Norwest  Bank  Minnesota  Mesabi,  N.A.,  Virginia,  Minnesota  (14536),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$474,777,000 

263,008,000 

737,785,000 

November  17: 

Norwest  Bank  Minnesota  Southeast,  N.A.,  Rochester,  Minnesota  (2088),  with  . 

and  Norwest  Bank  Minnesota  South  Central,  N.A.,  Mankato,  Minnesota  (4727),  with . 

and  Norwest  Bank  Minnesota  Central,  N.A.,  St.  Cloud,  Minnesota  (14622),  with  . 

and  Norwest  Bank  Waseca,  N.A.,  Waseca,  Minnesota  (22438),  with .  ■ 

merged  under  charter  2088  and  title  "Norwest  Bank  Minnesota  South,  N.A  ”  The  merged  bank  at  date  of  merger  had 

$534,512,000 

444,153,000 

452,716,000 

375,721,000 

1,813,002,000 

Missouri 

February  17: 

Bank  Midwest  of  Kansas,  N.A.,  Kansas  City,  Missouri  (22015),  with  . 

and  Bank  Midwest,  N.A.,  Kansas  City,  Missouri  (22757),  with  . . ,  , . 

merged  under  charter  22015  and  title  “Bank  Midwest,  N.A."  The  merged  bank  at  date  of  merger  had 

$239,791,000 

721,906,000 

961,697,000 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  eissets 

March  10: 

Commerce  Bank  of  Southeast  Missouri,  N.A.,  Poplar  Bluff,  Missouri  (20913),  with  . 

and  The  Cotton  Exchange  Bank,  Kennet,  Missouri,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$174,274,000 

63,046,000 

235,976,000 

July  1: 

Commerce  Bank,  N  A.,  Kansas  City,  Missouri  (18112),  with  . 

and  Commerce  Bank  of  Kansas  City,  N.A.,  Kansas  City,  Missouri  (15985),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$229,890,000 

2,371,985,000 

2,595,074,000 

September  8: 

The  Boatmens  National  Bank  of  St.  Louis,  St.  Louis,  Missouri  (17304),  with  . 

and  Boatmens  National  Bank  of  Belleville,  St.  Louis,  Missouri  (13236),  with  . 

merged  under  charter  13236  and  title  “The  Boatmens  National  Bank  of  St.  Louis.” 

The  merged  bank  at  date  of  merger  had  . 

$10,931,741,000 

341,144,000 

11,261,480,000 

September  23: 

First  National  Bank  of  Missouri,  Lees  Summit,  Missouri  (20573),  with  . 

and  First  State  Bank  of  Missouri,  Buckner,  Missouri,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$56,904,000 

26,955,000 

84,844,000 

November  17: 

Magna  Bank  of  Missouri,  N.A.,  Brentwood,  Missouri  (23001),  with  . 

and  Magna  Bank  of  Illinois,  N.A.,  Belleville,  Missouri  (23000),  with  . 

merged  under  charter  23001  and  title  "Magna  Bank,  N.A."  The  merged  bank  at  date  of  merger  had  . 

$1,592,191,000 

3,089,725,000 

4,679,283,000 

December  29: 

Commerce  Bank,  N.A.,  Poplar  Bluff,  Missouri  (20913),  with . 

and  Commerce  Bank,  N.A.,  Clayton,  Missouri  (16945),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$235,062,000 

2,693,879,000 

2,933,911,000 

Montana 

February  10: 

Nonwest  Bank  Billings,  N.A.,  Billings,  Montana  (15564),  with . 

and  Montana  Bank,  N.A.,  Billings,  Montana  (22771),  with  . 

and  Bank  of  Montana,  N.A.,  Great  Falls,  Montana  (22772),  with  . 

and  Norv/est  Bank  Anaconda-Butte,  N.A.,  Anaconda,  Montana  (15540),  with  . 

and  Norwest  Bank  Dillon,  N.A.,  Dillon,  Montana  (3120),  with . 

and  Norwest  Bank  Great  Falls,  N.A.,  Great  Falls,  Montana  (4541),  with  . 

and  Norwest  Bank  Helena,  N.A.,  Helena,  Montana  (21123),  with  . 

and  Norwest  Bank  Kalispell,  N.A.,  Kalispell,  Montana  (4586),  with  . 

and  Norwest  Bank  Lewiston,  N.A.,  Lewiston,  Montana  (21122),  with . 

and  Norwest  Capital  Management  and  Trust  Company,  Billings,  Montana,  with  . 

merged  under  charter  15564  and  title  "Norwest  Bank  Montana,  N.A.”  The  merged  bank  at  date  of  merger  had . 

$252,100,000 

301 ,600,000 
418,300,000 
13,300,000 
34,000,000 
150,900,000 
125,100,000 
110,100,000 
73,000,000 
4,200,000 
1,572,700,000 

Nebraska 

January  1: 

The  First  National  Bank  of  Beemer,  Beemer,  Nebraska  (6818),  with  . 

and  American  State  Bank,  Homer,  Nebraska,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$25,790,000 

5,182,000 

31,457,000 

September  27 

First  National  Bank  and  Trust  Company  of  Columbus,  Columbus,  Nebraska  (8328),  with . 

and  First  National  Bank  Norfolk,  Norfolk,  Nebraska  (18820),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$313,772,000 

22,441,000 

335,203,000 

Nevada 

April  1 

Household  Bank  (Nevada),  N  A  ,  Las  Vegas,  Nevada  (18818),  with  . 

•  k  (California),  N  A..  Salinas,  California  (15349),  with  . 

merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 

$4,239,574,000 

72,799,000 

4,312,373,000 

* 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  assets 

New  Mexico 

March  10: 

Norwest  Bank  New  Mexico,  N.A.,  Albuquerque,  New  Mexico  (6187),  with  . 

and  The  First  National  Bank  of  Belen,  Belen,  New  Mexico  (6597),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,849,900,000 

217,900,000 

2,067,800,000 

April  21: 

Norwest  Bank  New  Mexico,  N.A.,  Albuquerque,  New  Mexico  (6187),  with  . 

and  The  American  National  Bank  of  Silver  City,  Silver  City,  New  Mexico  (8132),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$2,067,800,000 

98,400,000 

2,166,200,000 

New  York 

January  1: 

National  Westminster  Bank  New  Jersey,  Jersey  City,  New  Jersey  (374),  with  . 

and  National  Westminster  Bank  USA,  New  York,  New  York  (7703),  with  . 

merged  under  charter  374  and  title  “NatWest  Bank,  N.A.”  The  merged  bank  at  date  of  merger  had . 

$7,216,814,000 

18,100,219,000 

24,795,141,000 

June  12: 

The  Chase  Manhattan  Bank,  N.A.,  New  York,  New  York  (2370),  with . 

and  The  Chase  Manhattan  Bank  of  Connecticut,  N.A.,  Bridgeport,  Connecticut  (22478),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$95,391,202,000 

2,261,106,000 

97,351,417,000 

September  2: 

The  Chase  Manhattan  Bank,  N.A.,  New  York,  New  York  (2370),  with . 

and  United  States  Trust  Company  of  New  York,  New  York,  New  York,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$94,193,000,000 

527,000,000 

95,128,000,000 

North  Carolina 

January  3: 

NationsBank  of  South  Carolina,  N.A.,  Charlotte,  North  Carolina  (14448),  with . 

and  NationsBank  of  North  Carolina,  N.A.,  Charlotte,  North  Carolina  (13761),  with  . 

merged  under  charter  14448  and  title  “NationsBank,  N.A.  (Carolinas)."  The  merged  bank  at  date  of  merger  had  .  .  . 

$9,227,816,000 

28,994,419,000 

38,324,004,000 

North  Dakota 

January  1: 

Liberty  National  Bank  and  Trust  Company,  Dickinson,  North  Dakota  (12401),  with . 

and  The  First  National  Bank  of  Bowman,  Bowman,  North  Dakota  (8976),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$73,823,000 

51,166,000 

124,989,000 

January  3: 

Community  First  National  Bank  of  Fargo,  Fargo,  North  Dakota  (5087),  with  . 

and  Community  First  State  Bank  of  Cooperstown,  Cooperstown,  North  Dakota,  with . 

and  Community  First  National  Bank  of  Wahpeton,  Wahpeton,  North  Dakota  (12875),  with . 

and  Community  First  National  Bank  of  Lidgerwood,  Lidgerwood,  North  Dakota  (12776),  with . 

merged  under  charter  5087  and  title  "Community  First  National  Bank."  The  merged  bank  at  date  of  merger  had  .... 

$166,891,000 

51 ,009,000 
60,672,000 
27,786,000 
306,358,000 

August  1 1: 

BNC  National  Bank,  Bismarck,  North  Dakota  (22352),  with  . 

and  The  First  National  Bank  of  Linton,  Linton,  North  Dakota  (9590),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$61 ,657,000 
52,523,000 
202,287,000 

September  8: 

Norwest  Bank  North  Dakota,  N.A.,  Fargo,  North  Dakota  (2377),  with  . . 

and  Norwest  Bank  Grand  Forks,  N.A.,  Grand  Forks,  North  Dakota  (22843),  with  . 

and  Liberty  Bank  and  Trust,  N.A.,  Dickinson,  North  Dakota  (12401),  with . 

merged  under  charter  2377  and  title  “Norwest  Bank  North  Dakota,  N.A."  The  merged  bank  at  date  of  merger  had 

$1,119,838,000 

3,000,000 

123,514,000 

1,243,819,000 

Ohio 

May  26: 

PNC  Bank  Ohio,  N.A,  Cincinnati,  Ohio  (16416),  with . 

and  PNC  Bank,  Northern  Kentucky,  N.A.,  Cincinnati,  Ohio  (4260),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$4,319,960,000 

345,873,000 

4,650,759,000 
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October  27: 


Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 


Total  eissets 


The  Huntington  National  Bank,  Columbus,  Ohio  (7745),  with . 

and  The  Huntington  Bank,  Inc.,  Covington,  Ohio,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$12,097,205,000 

709,543,000 

12,806,748,000 


November  4 

Bank  One  Cincinnati,  N.A.,  Cincinnati,  Ohio  (3234),  with . 

and  Liberty  National  Bank  of  Northern  Kentucky,  Erlanger,  Kentucky  (22390),  with  .  . 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$1,008,729,000 

346,651,000 

1,355,380,000 


Oklahoma 

April  1: 

Amquest  Bank,  N.A.,  Lawton,  Oklahoma  (15345),  with  . 

and  The  Security  National  Bank  and  Trust  Company  of  Duncan,  Duncan,  Oklahoma  (12065),  with  .  . 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

October  1: 

Amquest  Bank,  N.A.,  Lawton,  Oklahoma  (15345),  with  . 

and  American  National  Bank  of  Duncan,  Duncan,  Oklahoma  (17797),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

Oregon 

August  31: 

United  States  National  Bank  of  Oregon,  Portland,  Oregon  (4514),  with . 

and  U  S.  Bank,  N.A.,  Beaverton,  Oregon  (22243),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

Pennsylvania 

February  21: 

Penn  Central  National  Bank,  Huntingdon,  Pennsylvania  (31),  with  . 

and  The  First  National  Bank  of  Saxton,  Saxton,  Pennsylvania  (7229),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

March  20: 

The  Russell  National  Bank,  Lewistown,  Pennsylvania  (10506),  with . 

and  Peoples  National  Bank  of  Central  Pennsylvania,  State  College,  Pennsylvania  (12261),  with 
merged  under  charter  10506  and  title  "Omega  Bank,  N.A.”  The  merged  bank  at  date  of  merger  had 


$71,841,000 

169,464,000 

242,513,000 


$242,659,000 
41 ,689,000 
283,320,000 


$11,205,000,000 
442,622,000 
1 1 ,483,878,000 


$152,777,000 

39,409,000 

192,186,000 


$178,668,000 

330,155,000 

509,571,000 


May  19: 

Mellon  Bank,  N.A.,  Greensburg,  Pennsylvania  (6301),  with  . 

and  Glendale  Bank  of  Pennsylvania,  Philadelphia,  Pennsylvania,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$32,489,453,000 

46,377,000 

32,527,228,000 


October  6: 

PNC  Bank,  N.A.,  Pittsburgh,  Pennsylvania  (252),  with  . 

and  PNC  Bank  New  Jersey,  N.A.,  Philadelphia,  Pennsylvania  (21548),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$44,624,761,000 

3,472,491,000 

48,414,214,000 


South  Dakota 

June  17: 

First  Bank  of  South  Dakota,  N.A.,  Sioux  Falls,  South  Dakota  (12881),  with  . 

and  Western  Bank,  Sioux  Falls,  South  Dakota,  with  . 

merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 

December  7: 

Bankfirst,  N  A  ,  Sioux  Falls,  South  Dakota  (22951),  with . 

and  Bankfirst,  N  A  ,  Brookings,  South  Dakota  (21912),  with . 

merged  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 


$1,232,319,000 

325,074,000 

1,594,236,000 


$5,900,000 

65,876,000 

65.876.000 


Tennessee 

January  26 

First  National  Bank  of  Shelbyville,  Shelbyville,  Tennessee  (10785),  with 

and  The  Peoples  Bank  of  Elk  Valley,  Fayetteville,  Tennessee  ( 10785),  with 

rrcrgod  under  charter  and  title  of  the  former  The  merged  bank  at  date  of  merger  had 


$164,775,000 

25.564,000 

190,339,000 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 


January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  assets 

Texas 

January  31: 

Boatmens  First  National  Bank  of  Amarillo,  Amarillo,  Texas  (4214),  with . 

and  Citizens  State  Bank  of  Dalhart,  Dalhart,  Texas,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,020,455,000 

141,573,000 

1,158,862,000 

February  24: 

Midland  National  Bank,  Midland,  Texas  (22650),  with  . 

and  Texas  National  Bank  of  Midland,  Midland,  Texas  (17517),  with . 

merged  under  charter  22650  and  title  “Norwest  Bank  Texas,  N.A."  The  merged  bank  at  date  of  merger  had . 

March  3: 

Inwood  National  Bank,  Dallas,  Texas  (15292),  with  . 

and  Turtle  Creek  National  Bank,  Dallas,  Texas  (17902),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$261 ,900,000 
172,800,000 
434,700,000 

$130,881,000 

63,361,000 

185,708,000 

March  23: 

First  National  Bank  of  South  Texas,  San  Antonio,  Texas  (16618),  with  . 

and  The  State  Bank  of  La  Vernia,  La  Vernia,  Texas,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$186,288,000 

64,740,000 

243,763,000 

July  7: 

Woodforest  National  Bank,  Houston,  Texas  (16892),  with  . 

and  National  Bank  of  Conroe,  Conroe,  Texas  (17744),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$123,145,000 

127,807,000 

250,952,000 

August  25: 

The  First  National  Bank  of  Perryton,  Perryton,  Texas  (8769),  with  . 

and  The  First  National  Bank  of  Hereford,  Hereford,  Texas  (5604),  with  . 

and  Citizens  Bank  and  Trust  Company,  Pampa,  Texas,  with  . 

and  FirstBank  Southwest,  Amarillo,  Texas,  with  . 

merged  under  charter  8769  and  title  “FirstBank  Southwest,  N.A.”  The  merged  bank  at  date  of  merger  had . 

$113,253,000 

83,887,000 

65,511,000 

120,618,000 

383,195,000 

September  23: 

Parker  Square  Bank,  N.A.,  Wichita  Falls,  Texas  (7617),  with  . 

and  First  State  Bank  in  Archer  City,  Archer  City,  Texas,  with  . 

and  Norwest  Trust  Texas,  N.A.,  Wichita  Falls,  Texas  (22702),  with . 

merged  under  charter  7617  and  title  “Norwest  Bank  Texas  Wichita  Falls,  N.A.” 

The  merged  bank  at  date  of  merger  had  . 

$265,868,000 

33,041,000 

6,803,000 

303,772,000 

September  29: 

Brazos  Bank,  N.A.,  Joshua,  Texas  (16358),  with  . 

and  Alvarado  State  Bank,  Alvarado,  Texas,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had . 

$45,117,000 

20,875,000 

66,238,000 

October  1: 

American  National  Bank,  Texarkana,  Texas  (16731),  with  . 

and  The  Atlanta  National  Bank,  Atlanta,  Texas  (7694),  with . ■ 

merged  under  charter  16731  and  title  “State  First  National  Bank.  The  merged  bank  at  date  of  merger  had 

$110,660,000 

77,483,000 

188,143,000 

November  30: 

Camino  Real  Bank,  N.A.,  Eagle  Pass,  Texas  (16703),  with . 

and  Texas  Bank,  N.A.,  San  Antonio,  Texas  (18350),  with . . 

merged  under  charter  18350  and  title  "Camino  Real  Bank,  N.A.  The  merged  bank  at  date  of  merger  had 

$126,734,000 

101,698,000 

230,210,000 

Virginia 

March  8: 

$12,672,000,000 

NationsBank  of  Virginia,  N.A.,  Richmond,  Virginia  1 1  i  i  i;,  wuri  . 

and  NationsBank,  N.A.,  McLean,  Virginia  (22546),  with  . 7 , 7  '  . . Qr .  , 

merged  under  charter  1111  and  title  “NationsBank,  N.A.  The  merged  bank  at  date  of  merger  had  .  . 

18,756,000.000 

29,828,000,000 

July  18: 

Premier  Bank,  N.A.,  Tazewell,  Virginia  (6123),  with . 

and  Premier  Bank  Richlands,  N.A.,  Richlands,  Virginia  (10857),  with  .  .  . ■  ■  .  ■ 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

$134,286,000 

78,588,000 

212,874,000 
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Mergers  consummated  involving  two  or  more  affiliated  operating  banks, 
January  1  to  December  31,  1995  (continued) 


Title  and  location  of  banks 

Total  assets 

September  18 

Central  Fidelity  National  Bank,  Richmond,  Virginia  (22667),  with . 

and  Central  Fidelity  Bank,  N.A.,  Henrico  County,  Virginia  (20934),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$10,017,493,000 

13,681,000 

10,024,221,000 

November  18: 

Premier  Bank  Central,  N.A.,  Honaker,  Virginia  (22946),  with  . 

and  Premier  Bank  North,  N.A.,  Clintwood,  Virginia  (22947),  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$159,902,000 

145,897,000 

324,763,000 

Wisconsin 

February  27: 

Firstar  Bank  Milwaukee,  N.A.,  Milwaukee,  Wisconsin  (64),  with . 

and  First  Bank  Southeast  of  Lake  Geneva,  N.A.,  Lake  Geneva,  Wisconsin  (3125),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$5,620,000,000 

160,000,000 

5,780,000,000 

March  24: 

Norwest  Bank  Wisconsin,  N.A.,  Milwaukee,  Wisconsin  (15057),  with . 

and  Norwest  Bank  Wisconsin  Eau  Claire,  N.A.,  Eau  Claire,  Wisconsin  (13645),  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$1,544,384,000 

152,558,000 

1 ,696,942,000 

May  1: 

M&l  American  National  Bank,  Wausau,  Wisconsin  (15424),  with . 

and  M&l  Bank  of  Mosinee,  Mosinee,  Wisconsin,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

$315,322,000 

36,761,000 

352,083,000 

November  30: 

Bank  One  Racine,  N.A.,  Racine,  Wisconsin  (18732),  with  . 

and  Bank  One  Kenosha,  N.A.,  Kenosha,  Wisconsin  (212),  with . 

merged  under  charter  18732  and  title  “Bank  One  Wisconsin,  N.A."  The  merged  bank  at  date  of  merger  had . 

$396,141,000 

373,759,000 

769,980,000 
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Florida 


Mergers  consummated  involving  affiliated  national  banks  and  savings  and  loan  associations, 

January  1  to  December  3 1 ,  1995 


Title  and  location  of  institutions 


Total  assets 


May  1: 

Security  National  Bank,  Maitland,  Florida  (21058),  with . 

and  Huntington  Federal  Savings  Bank,  Sebring,  Florida,  with  . 

merged  under  charter  21058  and  title  "The  Huntington  National  Bank  of  Florida." 
The  merged  bank  at  date  of  merger  had  . 


$180,328,000 

256,128,000 

434,543,000 


Georgia 
February  17: 

Bank  South,  N.A.,  Atlanta,  Georgia  (9617),  with . 

and  Gwinnett  Federal  Bank,  F.S.B.,  Lawrenceville,  Georgia,  with  . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

Illinois 

June  23: 

Citizens  Bank  of  Illinois,  N.A.,  Harrisburg,  Illinois  (14387),  with  . 

and  King  City  Federal  Savings  Bank,  Mt.  Vernon,  Illinois,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

Indiana 

January  1: 

National  City  Bank  Indiana,  Indianapolis,  Indiana  (869),  with  . 

and  First  Federal  Savings  Bank  of  Kokomo,  Kokomo,  Indiana,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

New  York 

June  12: 

Shawmut  Bank  of  New  York,  N.A.,  Schenectady,  New  York  (22836),  with  . 

and  Shawmut  Savings  and  Loan  Association,  Saratoga  Springs,  New  York,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had  . 

Ohio 

January  31: 

The  First  National  Bank  in  Massillon,  Massillon,  Ohio  (13687),  with . 

and  Citizens  Savings  Bank  of  Canton,  Canton,  Ohio,  with . 

merged  under  charter  13687  and  title  “Citizens  National  Bank.”  The  merged  bank  at  date  of  merger  had 


$6,676,133,000 

329,170,000 

7,005,303,000 


$250,632,000 

177,080,000 

427,712,000 


$4,935,775,000 

241,942,000 

5,192,743,000 


$3,000,000 

2,417,151,000 

2,424,550,000 


$239,559,000 

771,806,000 

1,011,365,000 


Tennessee 

January  13: 

Union  Planters  Bank  of  East  Tennessee,  N.A.,  Knoxville,  Tennessee  (22760),  with  .  .  . 

and  First  Federal  Savings  Bank  of  Maryville,  Maryville,  Tennessee,  with . 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$222,063,000 

184,022.000 

406,085,000 


May  1: 

Union  Planters  Bank  of  East  Tennessee,  Knoxville,  Tennessee  (22760),  with  . 

and  Security  Trust  Federal  Savings  and  Loan  Association,  Knoxville,  Tennessee,  with 
merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 

November  1: 

First  American  National  Bank,  Nashville,  Tennessee  (3032),  with  . 

and  Heritage  Federal  Bank  for  Savings,  Kingsport,  Tennessee,  with - 

merged  under  charter  and  title  of  the  former.  The  merged  bank  at  date  of  merger  had 


$225,391,000 

94,580,000 

499,925,000 


$7,552,579,000 

521,867,000 

8,125,147,000 
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Applications  for  new  full-service  national  bank  charters,  approved  and  denied,  by  state, 

July  1  to  December  31,  1995 


Title  and  location  of  bank 

Approved 

Denied 

District  of  Columbia 

Community  First  Bank  of  DC,  N.A.,  Washington . 

November  30 

Florida 

The  Huntington  National  Bank  of  Lakeland,  Lakeland  . 

December  6 

Georgia 

Quantum  National  Bank,  Swanee . 

August  17 

Kansas 

First  Commercial,  N.A.,  Overland  Park . 

Western  National  Bank,  Lenexa  . 

November  6 

July  28 

Kentucky 

Citizens  National  Bank  of  Jessamine  County,  Nicholasville  . 

December  21 

Massachusetts 

First  Massachusetts  Bank,  N.A.,  Worcester  . 

December  20 

Minnesota 

Prairie  National  Bank,  Belle  Plaine  . 

Olmsted  National  Bank,  Rochester . 

BNC  National  Bank  of  Minnesota,  Minneapolis  . 

September  20 
October  20 
November  6 

Mississippi 

The  First  National  Bank  of  Mississippi,  Hattiesburg  . 

October  27 

Missouri 

People’s  National  Bank,  Seneca . 

October  2 

Montana 

United  Bank  of  Columbus,  N.A.,  Columbus  . 

July  21 

New  York 

Excel  Bank,  N.A.,  New  York  . 

July  20 

Oklahoma 

First  National  Bank  of  Edmond,  Oklahoma  City  . 

November  17 

Pennsylvania 

NatWest  Bank,  N.A.  (Pennsylvania),  Moosic  . 

July  3 

South  Carolina 

Sumter  National  Bank,  Sumter  . 

The  Community  Bank  of  Greenville,  N.A.,  Greenville  . 

October  31 
November  8 

South  Dakota 

Bankfirst,  N.A.,  Sioux  Falls  . 

Founders  Trust  National  Bank,  Sioux  Falls  . 

September  29 
August  23 

Texas 

Townbank,  N  A  ,  Mesquite  . 

November  16 
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Applications  for  new  limited-purpose  national  bank  charters,  approved  and  denied,  by  state, 

July  1  to  December  31,  1995 


Title  and  location  of  bank 


Arizona 

First  Interstate  Bank  Card,  N.A.,  Phoenix 


Type  of  bank 


Credit  card 


Approved 


December  15 


Denied 


Arkansas 

First  United  Trust  Company,  N.A.,  El  Dorado  . 

Illinois 

National  Bank  of  the  Great  Lakes,  Hillside  . 

First  Trust  of  Illinois,  N.A.,  Chicago . 

Indiana 

Citizens  Trust  Company  of  Indiana,  N.A.,  Evansville 

Nebraska 

UMB  U.S.A.,  N.A.,  Falls  City  . 

Ohio 

The  Private  Trust  Company,  N.A.,  Cleveland  . 

Service  and  Commerce  National  Bank,  Cincinnati  . 

Vermont 

The  Stratevest  Group,  N.A.,  Burlington . 


Trust 

December  1 

Credit  card 

Trust 

August  17 
October  13 

Trust 

September  27 

Credit  card 

November  8 

Trust 

Credit  card 

August  1 1 
November  2 

Trust 

December  20 
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New  full-service  national  bank  charters  issued,  July  1  to  December  31,  1995 


Title  and  location  of  bank 

Charter 

Date 

California 

Wells  Fargo  HSBC  Trade  Bank,  N.A.,  San  Francisco . 

22897 

October  5 

Florida 

Gulf  Coast  National  Bank,  Naples . 

22798 

August  23 

Georgia 

Thomasville  National  Bank,  Thomasville . 

Quantum  National  Bank,  Suwanee . 

22883 

22905 

October  2 
December  27 

Kansas 

Western  National  Bank,  Lenexa  . 

22906 

October  30 

Minnesota 

Investors  Second  Interim  Bank,  N.A.,  Minneapolis . 

Investors  First  Interim  Bank,  N.A.,  Roseville . 

22877 

22876 

April  28 

April  28 

Montana 

First  National  Bank  of  Montana,  Butte . 

Mountain  West  Bank  of  Great  Falls,  N.A.,  Great  Falls . 

22782 

22815 

September  5 
November  1 

New  York 

M&T  Bank,  N.A.,  Oakfield . 

22859 

October  2 

Ohio 

Key  Bank  USA,  N.A.,  Cleveland  . 

22908 

September  5 

South  Carolina 

First  Community  Bank,  N.A.,  Lexington  . 

South  Dakota 

22808 

August  17 

Bankfirst,  N.A.,  Sioux  Falls  . 

Founders  Trust  National  Bank,  Sioux  Falls  . 

22951 

22915 

December  7 
December  26 

Texas 

First  Community  Bank,  N.A.,  Pearland  . 

22814 

August  17 
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Illinois 


New  limited-purpose  national  bank  charters  issued,  July  1  to  December  31,  1995 


Title  and  location  of  bank 


Charter 


Firstar  Credit  Card  Bank,  N.A.,  Waukegan  (credit  card) 
First  Trust  of  Illinois,  N.A.,  Chicago  (trust) . 


22869 

22993 


Date 


July  3 

December  1 


Massachusetts 

Trust  Company  of  the  Berkshires,  N.A.,  Pittsfield  (trust) . 

Missouri 

State  Street  Bank  and  Trust  Company  of  Missouri,  N.A.,  Kansas  City  (trust) 

Ohio 

The  Private  Trust  Company,  N.A.,  Cleveland  (trust)  . 


22858 

22874 

22926 


July  3 

September  15 
August  18 
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State-chartered  banks  converted  to  full-service  national  banks,  July  1  to  December  31,  1995 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Arkansas 

Citizens  Bank  of  Northwest  Arkansas,  N.A  (23034),  conversion  of  Citizens  Bank  of  Northwest 
Arkansas,  Fayetteville . 

December  15 

79,753,000 

Florida 

First  Seminole  National  Bank  (22901 ),  conversion  of  First  Seminole  Bank,  Lake  Mary  . 

SouthTrust  Bank  of  Florida,  N.A.  (23021),  conversion  of  SouthTrust  Bank  of  West  Florida, 

St.  Petersburg . 

NationsBank  of  Florida,  N.A.  (22991),  conversion  of  Bank  of  Madison  County,  Madison  .... 

July  1 1 

December  15 
December  21 

52,496,000 

83,079,000 

51,770,000 

Illinois 

The  Rock  Island  Bank,  N.A.  (22940),  conversion  of  The  Rock  Island  Bank,  Rock  Island 

Magna  Bank  of  Illinois,  N.A.  (23000),  conversion  of  Magna  Bank  of  Illinois,  Belleville  . 

November  1 
November  17 

33,023,000 

3,089,725,000 

Kentucky 

The  Huntington  National  Bank  of  Kentucky  (22925),  conversion  of  The  Huntington  Bank,  Inc., 

Covington  . 

Farmers  National  Bank  of  London  (22986),  conversion  of  Bank  of  Williamsburg,  Williamsburg  .  . 
Farmers  National  Bank  (22928),  conversion  of  The  Farmers  Bank,  Butler . 

October  27 
November  3 
November  17 

709,543,000 

41,536,000 

23,101,000 

Massachusetts 

BayBank,  N.A.  (22977),  conversion  of  BayBank,  Boston  . 

October  31 

9,800,000,000 

Missouri 

Magna  Bank  of  Missouri,  N.A.  (23001),  conversion  of  Magna  Bank  of  Missouri,  Brentwood . 

November  17 

1,592,191,000 

Nebraska 

First  Bank,  N.A.  (22967),  conversion  of  First  Bank,  Omaha  . 

Southwest  Bank  and  Trust  Company  of  Omaha,  N.A.  (22972),  conversion  of  Southwest  Bank 
and  Trust  Company  of  Omaha,  Omaha  . 

November  1 

November  1 

234,021,000 

198,149,000 

South  Carolina 

SouthTrust  Bank  of  Dillon  County,  N  A,  (22969),  conversion  of  SouthTrust  Bank  of  Dillon  County, 
Latta  . 

October  31 

18,025,000 

Virginia 

Premier  Bank  North,  N.A.  (22947),  conversion  of  Premier  Bank  North,  Clintwood . 

Premier  Bank  Central,  N.A.  (22946),  conversion  of  Premier  Bank  Central,  Honaker  . 

Premier  Bank  South,  N.A.  (22945),  conversion  of  Premier  Bank,  Inc.,  Wytheville  . 

October  2 
October  2 
October  2 

99,268,000 

150,365,000 

192,011,000 
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State-chartered  banks  converted  to  limited-purpose  national  banks,  July  1  to  December  31,  1995 


Title  and  location  of  bank 

Effective  date 

Total  assets 

Florida 

SouthTrust  Estate  and  Trust  Company  of  Florida,  N.A.  (23027),  conversion  of  SouthTrust  Estate 
and  Trust  Company,  St.  Petersburg  . 

December  15 

$3,347,000 
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Nonbanking  institutions  converted  to  full-service  national  banks,  July  1  to  December  31 ,  1995 


Title  and  location  of  bank 

Effective  date 

Total  assets 

California 

Asian  Pacific  National  Bank  (23006),  conversion  of  Asian  Pacific  Thrift  and  Loan  Company, 

San  Gabriel . 

December  29 

24,795,000 

Minnesota 

Investors  National  Bank  (22878),  conversion  of  Investors  Savings  Bank,  F.S.B.,  Wayzata 

April  28 

1,067,995,000 

New  York 

Adirondack  Bank,  N.A,  (22839),  conversion  of  Adirondack  Bank,  Saranac  Lake  . 

October  2 

81,555,000 
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National  banks  converted  out  of  the  national  bank  system,  July  1  to  December  31, 

1995 

Title  and  location  of  bank 

Effective  date 

Total  assets 

Alabama 

First  National  Bank  of  Alexander  City,  Alexander  City  (7417) . 

Elmore  County  National  Bank,  Wetumpka  (20067) . 

October  1 

October  1 

219,041,000 

168,565,000 

Illinois 

Chicago  National  Bank,  Chicago  (14110)  . 

The  Archer  National  Bank  of  Chicago,  Chicago  (15019)  . 

May  25 

May  25 

106,996,000 

99,687,000 

Nevada 

Interwest  National  Bank  of  Nevada,  Fallon  (17625)  . 

May  1 

42,286,000 

North  Carolina 

Greensboro  National  Bank,  Greensboro  (15912) . 

September  29 

16,377,000 

Pennsylvania 

The  Merchants  National  Bank  of  Shenandoah,  Shenandoah  (4546)  . 

August  1 

59,331,000 

Texas 

Gulf  National  Bank,  Texas  City  (17268) . 

The  Farmers  and  Merchants  National  Bank  of  Mart,  Mart  (7546) . 

July  5 

October  2 

48,528,000 

20,000,000 

Virginia 

The  First  National  Bank  of  Saltville,  Saltville  (11265) . 

August  1 
September  1 

84,347,000 

114,306,000 

1  P6  MiSl  iNallOrial  Dal  lr\  Ul  OlUai  L,  oiuai  i  V  1  1  1  /  . 

Wisconsin 

M&l  National  Bank  of  Ashland,  Ashland(13870) . 

M&l  First  National  Bank  of  Superior,  Superior  (3926)  . 

August  1 

August  31 

64,702,000 

90,840,000 
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National  banks  merged  out  of  the  national  bank  system,  July  1  to  December  31,  1995 


Title  and  location  of  bank 

Charter  number 

Effectiue  date 

California 

World  Trade  Bank,  N  A  ,  Beverly  Hills . 

17895 

November  15 

Huntington  National  Bank,  Huntington  Beach  . 

17224 

August  18 

Novato  National  Bank,  Novato  . 

18602 

September  15 

Colorado 

The  First  National  Bank  of  Denver,  Denver . 

15199 

November  30 

Florida 

Wilmington  Trust  of  Florida,  N.A.,  Stuart . 

17842 

November  10 

Georgia 

Bank  South,  N.A.,  Atlanta  . 

9617 

June  30 

Illinois 

The  Champaign  National  Bank,  Champaign  . 

2829 

October  20 

Indiana 

First  National  Bank  of  Paoli,  Paoli  . 

16582 

June  29 

Iowa 

Brenton  First  National  Bank,  Davenport  . 

15133 

September  30 

Brenton  Bank,  N.A.,  Des  Moines . 

14746 

September  30 

Brenton  National  Bank  Poweshiek  County,  Grinnell  . 

13473 

September  30 

Brenton  Bank,  N.A.,  Knoxville . 

13707 

September  30 

Brenton  National  Bank  of  Perry,  Perry . 

3026 

September  30 

Kansas 

First  National  Bank  of  Shawnee  Mission,  Fairway . 

16053 

August  10 

Louisiana 

First  National  Bank  of  St.  Bernard  Parish,  Chalmette  . 

15338 

March  17 

Maine 

Casco  Northern  Bank,  N.A.,  Portland . 

13768 

June  12 

Michigan 

Bank  One  Fenton,  N.A.,  Fenton  . 

15446 

March  1 

Bank  One  Ypsilanti,  N.A.,  Ypsilanti  . 

13807 

March  1 

Old  Kent  Bank,  N.A.,  Mount  Clemens . 

12971 

July  1 

Mississippi 

Citizens  National  Bank,  Pascagoula . 

16079 

May  24 

Montana 

The  First  National  Park  Bank  in  Livingston,  Livingston  . 

13384 

September  22 

Nebraska 

The  Wakefield  National  Bank,  Wakefield . 

13281 

October  27 

New  Jersey 

Urban  National  Bank,  Franklin  Lakes  . 

15035 

June  30 

New  York 

Owego  National  Bank,  Owego  . 

2996 

January  3 

Key  Bank  USA,  N  A  ,  Albany . 

21364 

September  5 

North  Carolina 

Southern  National  Bank  of  North  Carolina,  Lumberton . 

10610 

May  30 

North  Dakota 

The  F irsf  f  Jational  Bank  and  Trust  Company  of  Ellendale,  Ellendale  . 

6398 

October  10 

The  First  National  Bank  of  Oakes,  Oakes . 

6457 

October  10 
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National  banks  merged  out  of  the  national  bank  system,  July  1  to  December  31 ,  1995  (continued) 


Title  and  location  of  bank 

Charter  number 

Effective  date 

Pennsylvania 

Unitas  National  Bank,  Chambersburg  . 

4965 

November  13 

National  Bank  of  the  Commonwealth,  Indiana  . 

14098 

November  13 

Cenwest  National  Bank,  Johnstown  . 

12967 

November  13 

The  First  National  Bank  of  Leechburg,  Leechburg . 

5502 

November  13 

The  Huntington  National  Bank  of  Pennsylvania,  Uniontown . 

21847 

December  14 

South  Carolina 

Southern  National  Bank  of  South  Carolina,  Greenville  . 

15134 

May  30 

Texas 

Kingwood  Bank,  N.A.,  Kingwood  . 

18371 

September  13 

The  Farmers  and  Merchants  National  Bank  of  Kaufman,  Kaufman  . 

10757 

October  2 

Texas  Capital  Bank,  N.A.,  Houston . 

18329 

November  1 

Virginia 

Suburban  Bank  of  Virginia,  N.A.,  McLean  . 

20578 

August  18 

Bank  First,  N.A.,  McLean  . 

21393 

October  31 

West  Virginia 

One  Valley  Bank  of  Marion  County,  N.A.,  Fairmont . 

14423 

October  6 
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National  banks  in  voluntary  liquidation,  July  1  to  December  31 ,  1995 


Title  and  location  of  bank 

Charter  number 

Effective  date 

Montana 

Citizens  First  National  Bank  of  Wolf  Point,  Wolf  Point  . 

14715 

August  1 

Pennsylvania 

Grant  Street  National  Bank,  Pittsburgh . 

18766 

July  31 

South  Carolina 

Summerville  National  Bank,  Summerville  . 

20007 

November  22 

Tennessee 

Tandy  National  Bank,  Gray . 

22425 

September  29 

218  Quarterly  Journal,  Vol.  I  5,  ho.  I ,  March  1996 


Federal  branches  and  agencies  of  foreign  banks  in  operation,  July  1  to  December  31 ,  1995 


In  operation 

July  l,  1995 

Opened 

July  1  -  December  31 

Closed 

July  1  -  December  31 

In  operation 
December  31 ,  1995 

Federal  branches 

California . 

4 

0 

0 

4 

Distict  of  Columbia  . 

1 

0 

0 

1 

Illinois  . 

1 

0 

0 

1 

New  York . 

49 

0 

2 

47 

Washington . 

1 

0 

0 

1 

Limited  federal  branches 

California . 

11 

0 

2 

9 

District  of  Columbia . 

2 

0 

0 

2 

Illinois  . 

1 

0 

0 

1 

New  York . 

5 

0 

0 

5 

Federal  agencies 

Florida . 

1 

0 

0 

1 

Total  United  States  . 

76 

0 

4 

72 
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Assets,  liabilities  and  capital  accounts  of  national  banks,  December  31,  1994  and  December  31 ,  1995 

(Dollar  amounts  in  millions) 


December  31 , 
1994 

December  31 , 
1995 

Change 

December  31 ,  1994- 
December  31 ,  1995 
fully  consolidated 

Consolidated 
foreign  and 
domestic 

Consolidated 
foreign  and 
domestic 

Amount 

Percent 

Assets 

Cash  and  balances  due  from  depository  institutions: 

Noninterest-bearing  balances  and  currency  and  coin . 

$127,497 

$137,404 

9,907 

7.77 

Interest-bearing  balances  . 

58,923 

48,839 

-10,083 

-17.11 

Securities  not  in  trading  account* . 

414,339 

390,755 

-23,583 

-5.69 

Federal  funds  sold  and  securities  purchased  under  agreements  to 

resell . 

88,731 

100,602 

11,871 

13.38 

Loans  and  leases  net  of  unearned  income . 

1,384,427 

1,524,903 

140,476 

10.15 

Less  allowance  for  loan  and  lease  losses . 

31,064 

31,258 

194 

0.63 

Less  allocated  transfer  risk  reserve  . 

4 

4 

-0 

-6.15 

Net  loans  and  leases . 

1,353,359 

1,493,641 

140,282 

10.37 

Premises  and  fixed  assets  . 

33,751 

35,094 

1,343 

3.98 

Other  real  estate  owned . 

6,039 

3,763 

-2,275 

-37.68 

All  other  assets! . 

175,017 

193,382 

18,366 

10.49 

Total  assets . 

2,257,655 

2,403,481 

145,827 

6.46 

Liabilities 

Deposits: 

Noninterest-bearing  deposits  in  domestic  offices . 

326,474 

346,305 

19,831 

6.07 

Interest-bearing  deposits  in  domestic  offices  . 

1,024,008 

1,060,007 

35,999 

3.52 

Total  domestic  deposits  . 

1,350,482 

1,406,312 

55,830 

4.13 

Total  foreign  deposits . 

279,514 

289,505 

9,992 

3.57 

Total  deposits . 

1,629,996 

1,695,818 

65,822 

4.04 

Federal  funds  purchased  and  securities  sold  under  agreements 

to  repurchase . 

184,254 

194,368 

10,113 

5.49 

Demand  notes  issued  to  U.S.  Treasury . 

9,444 

6,596 

-2,847 

-30.15 

Other  borrowed  money . 

129,200 

161,116 

31,915 

24.70 

Subordinated  notes  and  debentures . 

27,232 

28,705 

1,473 

5.41 

All  other  liabilities!  . 

104,536 

126,908 

22,372 

21.40 

Total  liabilities . 

2,084,662 

2,213,510 

128,848 

6.18 

Limited-life  preferred  stock . 

1 

3 

2 

NM 

Equity  Capital 

Perpetual  preferred  stock . 

276 

417 

141 

51.01 

Common  stock  . 

17,563 

18,624 

1 ,061 

6.04 

Surplus  . 

76,841 

81,692 

4,851 

6.31 

Net  undivided  profits  and  capital  reserves . 

78,970 

89,868 

10,898 

13.80 

Cumulative  foreign  currency  translation  adjustments . 

-659 

-634 

25 

NM 

Total  equity  capital !  . 

172,991 

189,968 

16,976 

9.81 

Total  liabilities,  limited-life  preferred  stock,  and  equity  capital 

2,257,655 

2,403,481 

145,826 

6  46 

NM  =  Not  meaningful  ,  . 

‘Beginning  in  1994,  securities  classified  by  banks  as  "held-to-maturity"  are  valued  at  their  amortized  cost,  and  securities  classified  as 
“available-for-sale”  are  valued  at  their  current  fair  value. 

■(■Beginning  in  1994,  trading  account  assets,  which  are  included  in  all  other  assets,  are  reported  on  a  gross  basis,  and  trading  liabilities  are 
reported  separately  and  included  in  all  other  liabilities. 

^Subcomponents  of  equity  capital  do  not  add  to  the  reported  total  because  the  data  are  preliminary 
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Income  and  expenses  of  foreign  and  domestic  offices  and  subsidiaries  of  national  banks,  December  31 ,  1995 

(Dollar  amounts  in  millions) 


Consolidated 
foreign  and 
domestic 

Percent 

distribution 

Interest  income: 

Interest  and  fee  income  on  loans . 

$129,686.21 

76.1 

Income  from  lease  financing  receivables  . 

2,537.96 

1.5 

Interest  income  on  balances  due  from  depository  institutions . 

4,010.59 

2.4 

Interest  and  dividend  income  on  securities  . 

25,284.93 

14.8 

Interest  income  from  assets  held  in  trading  accounts . 

3,424.68 

2.0 

Interest  income  from  federal  funds  sold  and  securities  purchase  agreements 

to  resell . 

5,483.16 

3.2 

Total  interest  income . 

170,427.70 

100.0 

Interest  expense: 

Interest  on  deposits  . 

58,358.09 

70.2 

Expense  of  federal  funds  purchased  and  securities  sold  under  agreements  to 

13.2 

repurchase . 

10,963.15 

Interest  on  demand  notes  issued  to  the  U  S.  Treasury  and  on  other  borrowed  money 

11,710.94 

14.1 

Interest  on  mortgage  indebtedness  and  obligations  under  capitalized  leases  .... 

98.93 

0.1 

Interest  on  notes  and  debentures  subordinated  to  deposits . 

1,990.03 

2.4 

Total  interest  expense  . 

83,121.37 

100.0 

Net  interest  income . 

87,306.32 

Provision  for  loan  and  lease  losses . 

6,415.17 

Provision  for  allocated  transfer  risk . 

-0.25 

Noninterest  income: 

Service  charges  on  deposit  accounts . 

9,853.14 

19.3 

Other  noninterest  income . 

41,249.37 

80.7 

Total  noninterest  income . 

51,102.51 

100.0 

Gains  and  losses  on  securities  not  held  in  trading  accounts . 

114.42 

Noninterest  expense: 

40.7 

Salaries  and  employee  benefits . 

35,669.83 

Expenses  of  premises  and  fixed  assets  (net  of  rental  income)  . 

11,322.53 

12.9 

Other  noninterest  expense . 

40,676.52 

46.4 

Total  noninterest  expense  . 

87,668.88 

100.0 

Income  (loss)  before  income  taxes  and  extraordinary  items  and  other  adjustments  .  .  . 

44,439.46 

Applicable  income  taxes . 

15,788.59 

Income  before  extraordinary  items  and  other  adjustments . 

28,645.88 

Extraordinary  items  and  other  adjustments,  net  of  taxes . 

-4.54 

Net  Income' . 

28,641.34 

Total  cash  dividends  declared! . 

20,527.60 

Recoveries  credited  to  allowance  for  possible  loan  losses  . 

3,917.09 

Losses  charged  to  allowance  for  possible  loan  losses  . 

10,416.20 

Net  loan  losses . 

6,499.11 

'The  subcomponents  of  income  may  not  add  to  the  reported  total  because  the  data  are  preliminary 
tBanks  with  assets  of  less  than  $100  million  report  this  item  only  in  their  December  report  of  income. 
Note  Preliminary  year-to-date  data. 
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Loans  of  national  banks,  by  state,  December  31 ,  1995 
(Dollar  amounts  in  millions) 


Total 

loans, 

gross 

Domestic  offices 

Total 
loans  at 
foreign 
offices 

Loans 
secured 
by  real 
estate 

Loans  to 
farmers 

Commercial 

and 

industrial 

loans 

Loans 

to 

individuals 

Other 

loans 

All  national  banks 

$1,527,760 

$585,527 

$16,375 

$318,227 

$292,945 

$137,864 

$176,822 

Alabama . 

10,116 

5,209 

58 

2,629 

1,675 

545 

0 

Alaska . 

2,145 

1,012 

1 

611 

432 

82 

7 

Arizona  . 

28,452 

7,400 

269 

2,584 

16,134 

2,065 

0 

Arkansas  . 

8,182 

4,396 

273 

1,343 

1,976 

194 

0 

California  . 

162,598 

70,069 

2,429 

24,835 

9,901 

20,502 

34,862 

Colorado  . 

15,291 

6,670 

522 

2,653 

4,147 

1,300 

0 

Connecticut . 

14,923 

6,410 

2 

6,475 

770 

1,266 

0 

Delaware  . 

35,681 

575 

9 

152 

34,379 

46 

521 

District  of  Columbia  .... 

3,922 

2,735 

0 

626 

176 

201 

184 

Florida . 

60,777 

38,083 

225 

9,047 

9,727 

3,177 

518 

Georgia . 

53,721 

21,024 

189 

14,810 

13,092 

4,606 

0 

Hawaii . 

214 

139 

0 

65 

7 

2 

0 

Idaho  . 

4,372 

1,516 

295 

764 

1,630 

166 

0 

Illinois . 

60,649 

22,811 

900 

18,660 

10,479 

4,800 

2,998 

Indiana  . 

31,035 

14,216 

357 

6,264 

8,227 

1,972 

0 

Iowa . 

10,028 

3,771 

670 

2,054 

3,246 

287 

0 

Kansas  . 

8,860 

3,677 

970 

1,933 

2,005 

275 

0 

Kentucky  . 

15,967 

7,277 

153 

3,441 

3,771 

1,325 

0 

Louisiana . 

15,923 

6,444 

101 

3,637 

5,078 

663 

0 

Maine . 

905 

683 

5 

136 

71 

11 

0 

Maryland  . 

31,787 

18,386 

11 

5,769 

2,492 

4,589 

540 

Massachusetts  . 

52,315 

17,375 

6 

16,543 

5,344 

3,166 

9,881 

Michigan  . 

18,799 

9,583 

73 

4,381 

4,115 

647 

0 

Minnesota . 

32,614 

13,327 

702 

9,054 

4,804 

4,563 

163 

Mississippi . 

6,910 

3,379 

132 

1,438 

1,586 

374 

0 

Missouri . 

25,867 

12,260 

348 

7,366 

4,441 

1,451 

0 

Montana . 

2,522 

1,073 

196 

464 

738 

51 

0 

Nebraska . 

10,431 

2,881 

1,558 

1,914 

3,718 

360 

0 

Nevada  . 

15,219 

1,055 

9 

233 

13,824 

97 

0 

New  Hampshire . 

3,675 

1,112 

0 

88 

2,464 

10 

0 

New  Jersey . 

36,717 

19,119 

6 

11,883 

3,908 

1,570 

230 

New  Mexico . 

5,474 

3,085 

132 

831 

1,222 

204 

0 

New  York  . 

224,754 

41,799 

118 

19,711 

11,984 

27,956 

123,187 

North  Carolina . 

81,192 

29,352 

285 

24,454 

9,703 

15,625 

1,773 

North  Dakota  . 

1,882 

672 

308 

460 

387 

54 

0 

Ohio . 

87,457 

32,743 

328 

19,605 

27,345 

7,285 

152 

Oklahoma . 

11,476 

5,249 

598 

3,105 

2,192 

333 

0 

Oregon  . 

13,656 

4,053 

239 

4,430 

2,890 

2,040 

3 

Pennsylvania  . 

84,029 

36,724 

146 

25,421 

9,924 

10,209 

1,606 

Rhode  Island  . 

10,388 

5,148 

0 

2,620 

470 

2,150 

0 

South  Carolina . 

7,854 

4,905 

30 

1,587 

1,041 

292 

0 

South  Dakota . 

18,133 

1,313 

462 

2,018 

14,246 

93 

0 

Tennessee  . 

29,520 

14,284 

147 

7,649 

5,526 

1,914 

0 

Texas  . 

90,696 

41,206 

1,874 

27,927 

14,073 

5,496 

119 

Utah . 

7,460 

3,596 

134 

1,408 

1,881 

441 

0 

Vermont . 

1,625 

1,089 

4 

307 

187 

38 

0 

Virginia  . 

17,847 

11,439 

85 

2,313 

3,539 

472 

0 

Washington . 

West  Virqinia  . 

24,331 

8,223 

9,484 

4,896 

644 

12 

6,470 

1,165 

6,494 

1,938 

1,191 

212 

48 

0 

Wisconsin . 

17,806 

8,266 

264 

4,698 

3,075 

1 ,472 

32 

Wyoming  . 

3,338 

2,555 

97 

195 

470 

22 

0 

Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,000. 
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Deposits  of  national  banks,  by  state,  December  31 ,  1995 
(Dollar  amounts  in  millions) 


Total 
demand 
deposits  at 
domestic 
offices 

All 

HOW 

accounts 

Money 

market 

deposit 

accounts 

Large 

time 

deposits 

All  other 
deposits  at 
domestic 
offices 

Total 

deposits 

at 

foreign 

offices 

Total 

consolidated 

deposits 

All  national  banks 

$336,834 

$122,681 

$296,357 

$127,000 

$523,441 

$289,505 

$1,695,818 

Alabama . 

1,812 

478 

2,257 

1,285 

4,330 

297 

10,459 

Alaska . 

917 

282 

423 

262 

1,010 

0 

2,894 

Arizona  . 

6,211 

2,510 

4,848 

2,815 

8,128 

0 

24,512 

Arkansas  . 

2,367 

1,692 

1,795 

1,566 

5,088 

0 

12,509 

California  . 

41,861 

1 1 ,465 

32,179 

9,759 

39,829 

42,874 

177,966 

Colorado  . 

5,954 

2,992 

4,635 

954 

6,360 

61 

20,956 

Connecticut . 

5,120 

1,005 

2,885 

1,809 

6,190 

608 

17,617 

Delaware  . 

709 

133 

3,625 

5,359 

4,047 

663 

14,535 

District  of  Columbia . 

1,807 

1,137 

2,097 

563 

1,737 

351 

7,692 

Florida . 

15,888 

3,461 

20,262 

7,846 

27,528 

647 

75,632 

Georgia . 

1 1 ,630 

1,885 

14,654 

5,827 

19,939 

943 

54,878 

Hawaii . 

66 

31 

37 

42 

93 

0 

268 

Idaho  . 

819 

533 

611 

315 

1,874 

0 

4,153 

Illinois . 

15,407 

6,762 

9,415 

8,877 

26,992 

17,550 

85,003 

Indiana  . 

6,918 

4,215 

6,155 

2,536 

13,997 

429 

34,249 

Iowa . 

2,218 

1,552 

2,035 

805 

5,199 

0 

11,809 

Kansas  . 

2,056 

1,527 

2,843 

982 

6,107 

0 

13,514 

Kentucky  . 

3,359 

2,318 

1,790 

1,758 

7,034 

719 

16,977 

Louisiana . 

5,174 

2,619 

3,244 

2,793 

8,578 

226 

22,635 

Maine . 

171 

134 

78 

79 

643 

0 

1,105 

Maryland  . 

7,513 

3,819 

5,215 

1,652 

17,443 

1,649 

37,291 

Massachusetts . 

1 1 ,853 

4,262 

8,907 

3,059 

16,084 

11,046 

55,210 

Michigan  . 

4,231 

1,925 

2,677 

2,075 

12,470 

81 

23,459 

Minnesota . 

9,307 

3,152 

6,908 

1,661 

11,400 

528 

32,957 

Mississippi . 

1,911 

1,450 

1,422 

926 

3,635 

0 

9,344 

Missouri . 

7,941 

2,743 

8,976 

1,597 

11,918 

279 

33,454 

Montana . 

638 

403 

749 

144 

1,102 

0 

3,035 

Nebraska . 

2,401 

1,895 

1,629 

1,168 

6,926 

0 

14,019 

Nevada  . 

1,372 

622 

880 

370 

961 

0 

4,206 

New  Hampshire . 

137 

150 

416 

1,152 

1,149 

0 

3,004 

New  Jersey . 

1 1 ,757 

5,801 

7,461 

4,987 

19,856 

2,235 

52,097 

New  Mexico . 

1,676 

1,178 

1,339 

708 

3,299 

0 

8,200 

New  York  . 

28,040 

6,511 

24,072 

9,216 

21,478 

174,891 

264,207 

North  Carolina . 

15,723 

1,375 

16,795 

4,688 

20,182 

15,955 

74,717 

North  Dakota  . 

445 

486 

276 

154 

1,321 

0 

2,681 

Ohio . 

16,230 

7,635 

1 1 ,664 

5,348 

39,899 

3,873 

84,648 

Oklahoma . 

3,295 

2,187 

2,693 

2,212 

6,675 

129 

17,192 

Oregon  . 

4,182 

2,028 

3,282 

514 

3,852 

0 

13,858 

Pennsylvania  . 

19,826 

5,541 

17,270 

6,176 

34,617 

7,610 

91,038 

Rhode  Island  . 

1,366 

609 

1,885 

579 

2,999 

1,498 

8,937 

South  Carolina . 

1,894 

504 

3,209 

999 

4,182 

112 

10,899 

South  Dakota . 

1,132 

574 

1,342 

927 

3,397 

0 

7,372 

Tennessee  . 

6,639 

1,437 

8,698 

3,385 

13,577 

326 

34,061 

Texas  . 

28,250 

10,162 

25,723 

11,013 

34,518 

2,890 

112,557 

Utah . 

2,175 

1,149 

1,631 

455 

3,425 

214 

9,048 

Vermont . 

290 

244 

555 

83 

778 

0 

1,951 

Virqima  . 

3,341 

1,772 

3,982 

1,681 

10,425 

0 

21,200 

Washington  . 

6,831 

2,794 

6,255 

1,463 

5,214 

418 

22,975 

West  Virginia . 

1,299 

1,181 

881 

631 

5,827 

0 

9,820 

Wisconsin . 

4,355 

2,008 

3,386 

1,563 

7,942 

402 

19,656 

Wyoming  . 

322 

356 

310 

183 

2,189 

0 

3,360 

note  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000. 
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Interest  income  of  national  banks,  by  state,  December  31 ,  1995 

(Dollar  amounts  in  millions) 


All  national  banks 


Alabama . 

Alaska . 

Arizona . 

Arkansas  . 

California . 

Colorado  . 

Connecticut  .... 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia  . 
Hawaii  .  . 
Idaho  .  . 
Illinois  .  . 
Indiana 
Iowa  .  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  .  . 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .... 
Montana  .... 
Nebraska  .  .  . 
Nevada  .... 
New  Hampshire 


New  Jersey  . 
New  Mexico  . 
New  York  .  . 
North  Carolina 
North  Dakota 

Ohio . 

Oklahoma  .  . 
Oregon  .  .  . 
Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee  .  . 
Texas  .... 

Utah . 

Vermont  .  .  . 
Virginia  .  .  . 
Washington  . 
West  Virginia 
Wisconsin  .  . 
Wyoming  .  . 


Interest 
and  fees 
on  loans 

Income 

from 

lease 

financing 

Interest  due 
from  other 
depository 
institutions 

Interest 

and 

dividends  on 
securities 

Interest 
from  trading 
account 
assets 

$129,686 

$2,538 

$4,011 

$25,285 

$3,425 

864 

19 

0 

220 

0 

208 

1 

0 

98 

0 

2,814 

111 

1 

346 

2 

657 

2 

2 

248 

0 

12,879 

344 

545 

1,515 

538 

1,315 

19 

4 

407 

0 

1,277 

1 

8 

428 

0 

3,962 

0 

21 

137 

0 

315 

0 

35 

157 

0 

5,264 

46 

90 

950 

1 

4,401 

103 

15 

690 

8 

20 

0 

0 

2 

0 

380 

5 

0 

34 

9 

5,019 

34 

544 

1,290 

333 

2,665 

61 

4 

524 

1 

961 

4 

1 

299 

0 

810 

13 

2 

304 

0 

1,306 

38 

1 

275 

0 

1,275 

3 

8 

614 

1 

76 

0 

0 

19 

0 

2,241 

176 

16 

608 

6 

4,966 

136 

247 

795 

187 

1,257 

2 

3 

258 

0 

2,685 

72 

3 

477 

7 

588 

1 

1 

250 

0 

2,183 

22 

8 

680 

6 

244 

0 

1 

46 

0 

1,037 

2 

1 

233 

0 

2,006 

4 

4 

80 

0 

551 

0 

0 

21 

0 

3,014 

2 

65 

824 

77 

503 

5 

2 

201 

6 

19,947 

430 

1,920 

2,818 

1,627 

6,024 

146 

127 

1,267 

503 

168 

1 

0 

47 

0 

7,729 

262 

22 

1,255 

8 

1,012 

3 

4 

436 

0 

1,120 

65 

0 

94 

17 

6,459 

163 

205 

1,635 

18 

678 

92 

4 

151 

0 

627 

0 

2 

183 

0 

1,902 

1 

1 

105 

0 

2,385 

24 

12 

591 

28 

6,967 

37 

45 

2,360 

5 

679 

25 

1 

158 

23 

152 

0 

1 

26 

0 

1,443 

3 

8 

464 

0 

2,187 

25 

1 

75 

9 

717 

1 

2 

203 

0 

1,529 

33 

24 

311 

1 

219 

0 

0 

74 

0 

Interest 
from  federal 
funds 
transactions 


$5,483 


13 

2 

74 

23 

316 

38 
46 
25 
73 

136 

494 

1 

4 

399 

84 

35 

39 

40 

35 
2 

39 

89 

25 
271 

15 

135 

3 

28 

17 
3 

384 

36 
718 
612 

3 

278 

26 
58 

129 

15 

96 

18 
79 

306 

62 

2 

16 
20 
16 
89 
17 


Th°eesuPbcomponyemsaof" hteresnnoome'To’noiTdd  to  the  reported  total  because  the  data  are  preliminary 


Total 

interest 

income 

$170,428 

1,117 

309 

3,348 

933 

16,137 

1,783 

1,759 

4,146 

580 

6,488 

5,712 

23 

432 

7,619 

3,340 

1,299 

1,168 

1,660 

1,936 

97 

3,087 

6,418 

1,545 

3,515 

856 

3,034 

293 

1,301 

2,111 

576 

4,366 

753 

27,460 

8,679 

219 

9,554 

1,481 

1,355 

8,609 

940 

909 

2,027 

3,119 

9,720 

949 

180 

1,934 

2,316 

938 

1,987 

311 
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Noninterest  income  of  national  banks,  by  state,  December  31,  1995 

(Dollar  amounts  in  millions) 


Seruice 
charges  on 
deposit 
accounts 

Gains 
(losses) 
on  foreign 
exchange 
transactions 

Gains 
(losses) 
on  fees  from 
assets  in 
trading 
accounts 

Other 

noninterest 

income 

+ 

extraordinary 

items 

Gains 
(losses) 
on  assets 
not  in 
trading 
accounts 

Total 

noninterest 
income  and 
gains  (losses) 
on  assets  not 
in  trading 
accounts 

All  national  banks 

$9,853 

$1,652 

$1,921 

$37,672 

$114 

$51,212 

Alabama . 

63 

6 

4 

120 

1 

194 

Alaska . 

20 

0 

0 

41 

-4 

57 

Arizona  . 

185 

1 

4 

745 

-7 

928 

Arkansas  . 

66 

0 

6 

107 

1 

179 

California  . 

1,455 

-72 

452 

3,779 

-8 

5,606 

Colorado  . 

171 

0 

1 

331 

-6 

498 

Connecticut . 

115 

1 

2 

286 

2 

406 

Delaware  . 

8 

0 

0 

3,756 

-0 

3,764 

District  of  Columbia . 

46 

1 

1 

95 

-3 

140 

Florida . 

522 

7 

1 

824 

-4 

1,350 

Georgia . 

466 

2 

6 

854 

1 

1,330 

Hawaii . 

1 

0 

0 

2 

0 

3 

Idaho  . 

33 

0 

3 

28 

-0 

64 

Illinois . 

396 

66 

96 

838 

12 

1,409 

Indiana  . 

174 

1 

1 

384 

-11 

549 

Iowa . 

63 

0 

1 

230 

-5 

290 

Kansas  . 

79 

1 

5 

147 

-16 

216 

Kentucky  . 

97 

0 

-0 

156 

6 

259 

Louisiana . 

172 

1 

3 

225 

-8 

393 

Maine . 

7 

0 

0 

6 

0 

13 

Maryland  . 

226 

2 

7 

358 

25 

618 

Massachusetts  . 

306 

74 

32 

1,094 

12 

1,517 

Michigan  . 

86 

1 

-0 

247 

4 

337 

Minnesota . 

198 

17 

26 

854 

10 

1,106 

Mississippi . 

64 

0 

2 

87 

0 

153 

Missouri . 

207 

10 

31 

482 

14 

745 

Montana  . 

19 

0 

0 

28 

-1 

46 

Nebraska . 

67 

0 

1 

283 

-1 

349 

Nevada  . 

36 

0 

0 

1,628 

0 

1,664 

New  Hampshire . 

3 

0 

0 

263 

-0 

266 

New  Jersey . 

295 

10 

11 

499 

63 

876 

New  Mexico . 

56 

0 

2 

68 

0 

126 

New  York  . 

434 

1,383 

803 

6,319 

255 

9,194 

North  Carolina . 

555 

32 

229 

1,395 

-4 

2,207 

North  Dakota  . 

12 

0 

0 

23 

-1 

34 

Ohio . 

470 

16 

6 

1,914 

-23 

2,384 

Oklahoma . 

124 

3 

7 

170 

-4 

299 

Oregon  . 

155 

0 

25 

362 

2 

544 

Pennsylvania 

436 

45 

14 

2,110 

-226 

2,380 

Rhode  Island 

32 

0 

0 

329 

3 

364 

South  Carolina . 

69 

1 

1 

101 

-7 

165 

South  Dakota . 

23 

0 

1 

2,246 

17 

2,287 

Tennessee  . 

244 

2 

104 

693 

-3 

1,040 

Texas  . 

1,015 

24 

18 

1,857 

17 

2,930 

Utah . 

78 

-0 

5 

224 

-2 

305 

Vermont . 

9 

0 

0 

20 

-0 

29 

Virginia . 

105 

0 

-1 

152 

5 

260 

Washington . 

246 

14 

11 

400 

1 

672 

West  Virginia 

38 

0 

0 

81 

0 

120 

Wisconsin . . 

98 

4 

2 

416 

9 

529 

Wyoming 

9 

0 

0 

12 

-4 

18 

Note  Preliminary  year-to-date  data  Zeros  indicate  amounts  of  less  than  $500,000. 
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Interest  expense  of  national  banks,  by  state,  December  31 ,  1995 

(Dollar  amounts  in  millions) 


Interest 

on 

deposits 

Expense  of 
federal 
funds 

transactions 

Interest  on 
Treasury 
demand  notes 
and 

other  borrowed 
money 

Interest 

on 

mortgage 

and 

capitalized 

leases 

Interest 

on 

subordinated 

notes 

and 

debentures 

Total 

interest 

expense 

All  national  banks 

$58,358 

$10,963 

$11,711 

$99 

$1,990 

$83,121 

Alabama . 

437 

96 

26 

0 

14 

572 

Alaska . 

81 

29 

0 

0 

0 

110 

Arizona  . 

656 

73 

445 

1 

22 

1,196 

Arkansas  . 

388 

23 

7 

2 

0 

419 

California  . 

5,422 

468 

684 

11 

341 

6,925 

Colorado  . 

550 

104 

11 

1 

5 

671 

Connecticut . 

518 

231 

138 

1 

19 

907 

Delaware  . 

705 

165 

867 

4 

47 

1,788 

District  of  Columbia . 

203 

51 

5 

0 

1 

259 

Florida . 

2,239 

354 

56 

6 

38 

2,692 

Georgia . 

1,762 

767 

258 

1 

89 

2,877 

Hawaii . 

7 

0 

0 

0 

0 

7 

Idaho . 

146 

32 

27 

0 

2 

207 

Illinois . 

3,167 

521 

360 

29 

122 

4,200 

Indiana  . 

1,199 

249 

128 

0 

0 

1,577 

Iowa . 

413 

114 

74 

1 

7 

609 

Kansas  . 

490 

44 

15 

0 

0 

549 

Kentucky  . 

633 

130 

37 

0 

4 

804 

Louisiana . 

689 

89 

29 

0 

0 

808 

Maine . 

37 

2 

5 

0 

0 

44 

Maryland  . 

1,061 

153 

32 

1 

26 

1,273 

Massachusetts  . 

2,168 

350 

871 

1 

65 

3,455 

Michigan  . 

601 

38 

33 

0 

1 

673 

Minnesota . 

974 

377 

283 

2 

13 

1 ,650 

Mississippi . 

301 

68 

11 

0 

0 

380 

Missouri . 

1,063 

270 

149 

4 

5 

1,491 

Montana . 

91 

13 

1 

0 

2 

107 

Nebraska . 

521 

33 

14 

2 

12 

582 

Nevada  . 

92 

40 

639 

0 

1 1 

784 

New  Hampshire . 

130 

12 

36 

0 

0 

178 

New  Jersey . 

New  Mexico . 

1,423 

250 

325 

54 

94 

14 

2 

0 

40 

1 

1,883 

319 

New  York  . 

12,255 

522 

2,498 

11 

608 

15,895 

North  Carolina . 

2,641 

1,450 

1,019 

3 

104 

5,21 7 
ini 

North  Dakota  . 

Ohio  . 

92 

2,986 

5 

679 

3 

630 

u 

4 

i 

122 

4,421 

Oklahoma . 

Oregon  . 

Pennsylvania  . 

Rhode  Island  . 

614 

347 

2,907 

283 

92 

87 

712 

135 

30 

59 

820 

72 

0 

0 

1 

0 

0 

6 

84 

6 

736 

499 

4,524 

497 

South  Carolina . 

South  Dakota . 

Tennessee  . 

Texas  . 

Utah . 

Vermont . 

Virginia  . 

Washington . 

West  Virginia  . 

Wisconsin . 

Wvomino  . 

347 

285 

1,192 

3,278 

283 

69 

752 

529 

341 

686 

55 

86 

99 

234 

872 

115 

7 

147 

161 

49 

203 

36 

7 

474 

105 

395 

35 

4 

50 

83 

11 

66 

1 

0 

0 

1 

3 

0 

0 

1 

2 

0 

0 

0 

6 

20 

8 

67 

3 

0 

25 

30 

0 

13 

1 

446 

878 

1,539 

4,615 

436 

80 

976 

805 

401 

968 

93 

Note:  Preliminary  year-to-date  d 

ata.  Zeros  indicate 

?  amounts  of  less  than  $500,000. 
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Noninterest  and  other  expense  of  national  banks,  by  state,  December  31,  1995 

(Dollar  amounts  in  millions) 


Provision 
for  loan 
and 
leeise 
losses 

Provision 

for 

allocated 

transfer 

risk 

Salaries 

and 

employee 

benefits 

Expenses  of 
premises 
and 
fixed 
assets 

Applicable 

income 

taxes 

Other 

noninterest 

expense 

Total 

noninterest 

and 

other 

expense 

All  national  banks 

$6,415 

$0 

$35,670 

$11,323 

$15,789 

$40,677 

$109,872 

Alabama . 

35 

0 

213 

51 

87 

171 

557 

Alaska . 

-2 

0 

82 

27 

31 

52 

190 

Arizona  . 

741 

0 

541 

138 

268 

1,040 

2,729 

Arkansas  . 

15 

0 

190 

52 

84 

179 

520 

California  . 

-278 

0 

4,301 

1,467 

2,364 

3,381 

1 1 ,235 

Colorado  . 

38 

0 

391 

131 

171 

547 

1,278 

Connecticut . 

12 

0 

351 

118 

67 

602 

1,149 

Delaware  . 

1,242 

0 

839 

228 

548 

2,402 

5,260 

District  of  Columbia . 

-64 

0 

121 

48 

45 

155 

305 

Florida . 

338 

0 

1,127 

429 

650 

1,466 

4,009 

Georgia . 

180 

0 

744 

291 

503 

1,544 

3,261 

Hawaii . 

1 

0 

8 

4 

1 

4 

17 

Idaho  . 

11 

0 

63 

18 

30 

119 

241 

Illinois . 

250 

0 

1,453 

438 

455 

1,304 

3,901 

Indiana  . 

81 

0 

564 

178 

295 

654 

1,771 

Iowa . 

101 

0 

241 

74 

90 

259 

763 

Kansas  . 

38 

0 

227 

60 

87 

260 

672 

Kentucky  . 

50 

0 

287 

87 

119 

298 

841 

Louisiana . 

29 

0 

462 

143 

129 

389 

1,152 

Maine . 

2 

0 

20 

6 

8 

15 

50 

Maryland  . 

26 

0 

644 

213 

312 

685 

1,881 

Massachusetts . 

214 

0 

1,290 

391 

531 

1,301 

3,727 

Michigan  . 

57 

0 

273 

75 

144 

386 

936 

Minnesota . 

55 

0 

725 

220 

364 

949 

2,312 

Mississippi . 

10 

0 

185 

52 

76 

148 

472 

Missouri . 

55 

0 

584 

159 

285 

653 

1,735 

Montana . 

13 

0 

53 

17 

31 

67 

181 

Nebraska . 

75 

0 

273 

86 

100 

320 

855 

Nevada  . 

605 

0 

166 

32 

395 

1,090 

2,288 

New  Hampshire . 

78 

0 

15 

4 

76 

365 

538 

New  Jersey . 

53 

0 

847 

292 

419 

1,102 

2,713 

New  Mexico . 

2 

0 

156 

53 

65 

161 

436 

New  York  . 

1,051 

0 

6,773 

2,092 

2,073 

5,243 

17,232 

North  Carolina . 

-55 

0 

1,670 

581 

588 

1,677 

4,461 

North  Dakota  . 

5 

0 

48 

13 

17 

31 

114 

Ohio . 

498 

0 

1,604 

431 

800 

2,523 

5,856 

Oklahoma . 

28 

0 

320 

93 

87 

306 

834 

Oregon  . 

49 

0 

317 

105 

203 

367 

1,041 

Pennsylvania  . 

-128 

0 

2,032 

700 

639 

1,861 

5,104 

Rhode  Island  . 

-9 

0 

212 

43 

145 

188 

578 

South  Carolina . 

-3 

0 

168 

57 

66 

210 

498 

South  Dakota . 

429 

0 

236 

52 

417 

1,562 

2,697 

Tennessee  . 

64 

0 

785 

205 

310 

669 

2,034 

Texas  . 

259 

0 

2,351 

833 

706 

2,248 

6,396 

Utah . 

18 

0 

205 

40 

87 

307 

658 

Vermont . 

6 

0 

34 

13 

11 

38 

102 

Virginia  . 

30 

0 

368 

117 

136 

275 

926 

Washington . 

58 

0 

496 

179 

318 

566 

1,617 

West  Virginia  . 

28 

0 

157 

45 

93 

153 

476 

Wisconsin . 

26 

0 

427 

133 

208 

351 

1,145 

Wyoming 

2 

0 

30 

8 

55 

32 

128 

Note  Preliminary  year-to-date  data  Zeros  indicate  amounts  of  less  than  $500,000. 
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Value  of  securities  not  in  trading  account  at  domestic  offices  of  national  banks,  by  state,  December  31 ,  1995 

(Dollar  amounts  in  millions) 


as. 

Treasury 

securities 

as. 

government 
issued  or 
guaranteed 
certificates  of 
participation 

Other  as. 
government 
agency 
and 

corporation 

obligators 

Securities 
issued  by 
states  and 
political 
subdivisions 
in  the  CI.S. 

Other 

domestic 

debt 

securities 

Foreign 

debt 

securities 

Equity 

securities 

$94,257 

$92,779 

$103,479 

$30,624 

$31,313 

$2,970 

$9,896 

288 

501 

2,011 

447 

51 

10 

60 

680 

29 

338 

233 

228 

0 

15 

1,190 

2,201 

1,365 

104 

464 

1 

72 

1,214 

451 

1,771 

677 

73 

0 

51 

2,813 

6,133 

4,926 

578 

2,561 

16 

599 

1,032 

3,248 

928 

494 

289 

0 

66 

1,046 

2,967 

1,412 

27 

1,073 

5 

142 

996 

93 

539 

26 

781 

2 

63 

459 

805 

730 

7 

399 

0 

46 

3,281 

4,899 

4,255 

758 

2,015 

28 

388 

6,656 

1,348 

1,967 

550 

134 

197 

224 

28 

0 

17 

1 

0 

0 

2 

111 

168 

275 

38 

15 

0 

32 

4,774 

2,815 

7,859 

3,228 

1,440 

12 

377 

555 

2,818 

1,929 

1,159 

557 

2 

158 

844 

1,973 

795 

568 

87 

0 

113 

1,184 

1,057 

2,058 

577 

111 

2 

75 

1,336 

757 

1,253 

788 

152 

0 

92 

3,443 

2,623 

2,281 

339 

213 

3 

165 

58 

112 

113 

11 

15 

0 

15 

1,736 

2,386 

1,665 

676 

3,208 

23 

149 

2,942 

2,823 

3,924 

342 

860 

95 

754 

1,125 

386 

2,809 

413 

475 

5 

123 

1,606 

2,414 

1,093 

884 

343 

5 

417 

797 

327 

1,683 

656 

110 

1 

30 

3,348 

1,616 

4,033 

1,027 

945 

5 

123 

62 

428 

67 

52 

10 

0 

11 

1,317 

454 

1,122 

682 

34 

1 

81 

152 

373 

373 

5 

136 

0 

29 

88 

64 

68 

8 

8 

0 

15 

5,061 

3,244 

1,281 

1,149 

133 

43 

225 

495 

1,291 

1,071 

222 

73 

0 

34 

4,812 

3,128 

3,870 

3,092 

3,097 

840 

2,198 

12,882 

1,918 

2,935 

872 

171 

1,172 

259 

127 

267 

211 

52 

49 

0 

27 

2,189 

5,557 

6,963 

1,445 

2,067 

8 

368 

1,951 

1,229 

2,563 

859 

131 

1 

140 

247 

624 

509 

244 

53 

0 

21 

2,996 

6,234 

8,025 

1,692 

3,328 

82 

646 

108 

619 

2,055 

15 

8 

4 

57 

873 

904 

1,008 

213 

6 

1 

19 

220 

722 

238 

123 

185 

0 

44 

1  582 

1,857 

4,434 

888 

334 

3 

201 

12  038 

12,747 

8,925 

1,886 

2,313 

395 

433 

160 

449 

1,335 

292 

56 

0 

224 

129 

142 

176 

20 

9 

0 

18 

810 

2,889 

1,520 

420 

1,621 

1 

142 

197 

453 

304 

222 

34 

0 

138 

538 

518 

1,409 

467 

291 

0 

81 

1  433 

1,320 

744 

1,023 

285 

8 

112 

250 

397 

245 

74 

281 

'  0  . 

23 

All  national  banks 


Alabama . 

Alaska . 

Arizona . 

Arkansas  . 

California  . 

Colorado  . 

Connecticut  .... 

Delaware  . 

District  of  Columbia 
Florida . 


Georgia  . 
Hawaii  .  . 
Idaho  .  . 
Illinois  .  . 
Indiana 
Iowa  .  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  .  . 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .... 
Montana  .... 
Nebraska  .  .  . 
Nevada  .... 
New  Hampshire 

New  Jersey  .  . 
New  Mexico  .  . 
New  York  .  .  . 
North  Carolina  . 
North  Dakota 

Ohio . 

Oklahoma  .  .  . 
Oregon  .... 
Pennsylvania 
Rhode  Island 


South  Carolina 
South  Dakota 
Tennessee  .  . 
Texas  .... 

Utah . 

Vermont  .  .  . 
Virginia  .  .  . 
Washington  . 
West  Virginia 
Wisconsin  .  . 
Wyoming  .  . 


‘Beginning  in  1994,  securities  classified  by  banns  as  neiu-iu-mdiumy  ac 
“available-for-sale”  are  valued  at  their  current  fair  value. 

Note:  Preliminary  end-of-quarter  data.  Zeros  indicate  amounts  of  less  than  $500,00 
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Off-balance-sheet  items,  by  state,  December  31,  1995 
(Dollar  amounts  in  millions) 


Unused 

commitments 

Letters 

of 

credit 

Securities 

lent 

Mortgages 
transferred 
to  FNMA  and 
FHLMC 
with  recourse 

Notional 
value  of 
swap 
contracts 

When-issued 
securities 
and  futures 
and 

forward 

contracts 

Written  and 
purchased 
options 
contracts 

All  national  banks 

$1,390,290 

$107,735 

$30,916 

$6,111 

$2,078,510 

$4,175,335 

$1,850,960 

Alabama . 

3,774 

444 

11 

0 

375 

2 

5 

Alaska . 

619 

12 

60 

0 

320 

21 

0 

Arizona  . 

85,557 

430 

271 

7 

8,237 

512 

1,779 

Arkansas  . 

1,566 

94 

0 

633 

0 

231 

0 

California  . 

87,998 

17,535 

2,431 

58 

467,060 

941,615 

148,369 

Colorado  . 

17,235 

419 

944 

0 

1,360 

31 

300 

Connecticut . 

9,324 

1,355 

0 

63 

5,731 

60 

441 

Delaware  . 

250,090 

3 

0 

0 

10,529 

276 

3,140 

District  of  Columbia . 

1,025 

105 

0 

0 

447 

89 

600 

Florida . 

22,853 

2,030 

102 

36 

4,717 

3,474 

4,077 

Georgia . 

53,721 

4,363 

0 

42 

15,288 

281 

1,630 

Hawaii . 

64 

4 

0 

0 

0 

0 

0 

Idaho  . 

1,362 

39 

0 

0 

887 

2,930 

640 

Illinois . 

64,844 

5,308 

16 

23 

212,841 

449,660 

158,094 

Indiana  . 

17,964 

1,221 

194 

7 

6,814 

825 

1,671 

Iowa . 

9,612 

229 

504 

0 

389 

0 

253 

Kansas  . 

3,702 

140 

4 

20 

51 

67 

0 

Kentucky  . 

3,518 

465 

3 

23 

2,309 

5 

265 

Louisiana . 

7,462 

344 

156 

19 

431 

52 

606 

Maine . 

156 

1 

0 

0 

40 

0 

35 

Maryland  . 

10,240 

1,198 

166 

132 

6,981 

1,322 

1,155 

Massachusetts . 

30,513 

3,541 

33 

78 

21,169 

62,770 

16,072 

Michigan  . 

10,956 

595 

269 

168 

1,525 

47 

41 

Minnesota . 

17,414 

1,770 

420 

47 

5,848 

3,100 

2,584 

Mississippi . 

1,751 

118 

100 

0 

234 

559 

230 

Missouri . 

12,432 

1,212 

464 

0 

5,560 

1,363 

639 

Montana . 

1,325 

35 

2 

0 

0 

0 

0 

Nebraska . 

16,075 

119 

36 

0 

278 

1 

0 

Nevada  . 

69,620 

33 

0 

0 

10,514 

1,002 

19,061 

New  Hampshire . 

9,308 

2 

0 

0 

1,438 

0 

106 

New  Jersey . 

10,277 

1,160 

0 

15 

27,455 

6,519 

7,118 

New  Mexico . 

1,130 

76 

132 

3 

265 

1,814 

87 

New  York  . 

124,620 

35,436 

17,855 

2,977 

905,327 

2,325,381 

825,392 

North  Carolina . 

51,006 

6,319 

0 

26 

186,612 

307,041 

579,798 

North  Dakota  . 

240 

12 

9 

0 

0 

0 

0 

Ohio . 

101,076 

3,780 

85 

59 

56,262 

3,383 

18,631 

Oklahoma . 

3,231 

358 

0 

18 

267 

78 

0 

Oregon  . 

13,150 

505 

0 

0 

705 

479 

163 

Pennsylvania . 

50,546 

7,862 

3,547 

297 

35,098 

19,897 

13,202 

Rhode  Island  . 

4,206 

274 

0 

0 

14,176 

730 

81 

South  Carolina . 

2,613 

204 

0 

36 

128 

167 

0 

South  Dakota . 

112,837 

57 

97 

0 

9,365 

1,038 

19,803 

Tennessee 

12,923 

1,535 

68 

695 

2,857 

3,558 

150 

Texas  . 

42,981 

4,216 

2,614 

260 

23,212 

2,570 

19,060 

Utah . 

4,454 

185 

0 

2 

920 

5,958 

1,670 

Vermont 

474 

29 

0 

0 

0 

6 

75 

Virginia 

5,097 

558 

6 

0 

1,240 

212 

48 

Washington . 

17,832 

1,166 

36 

0 

15,036 

25,988 

160 

West  Virginia 

1,508 

111 

7 

28 

1,030 

21 

240 

Wisconsin . 

7,816 

715 

264 

338 

7,179 

201 

3,492 

Wyoming 

192 

12 

11 

0 

0 

1 

0 

Swap,  futures  and  forward,  and  option  contracts  include  interest  rate,  foreign  exchange,  and  commodities  and  equities  contracts 
Note  Preliminary  end-of-quarter  data  Zeros  indicate  amounts  of  less  than  $500,000 
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Outstanding  balances,  credit  cards  and  related  plans,  by  state,  December  31,  1995 

(Dollar  amounts  in  thousands) 


Alabama . 

Alaska . 

Arizona . 

Arkansas  . 

California . 

Colorado  . 

Connecticut  .  .  .  . 

Delaware  . 

District  of  Columbia 
Florida . 


Credit  cards  and  other 


Total 


related  credit  plans 


number  of 


Number  of 


Outstanding 


All  national  banks 


national  banks 


national  banks 


2,861 


1,919 


volume 

$133,528,700 


34 

4 

13 

75 

118 

94 

9 

19 

13 

109 


18 

3 

11 

38 

107 

84 

9 

19 

11 

64 


232,036 

71,266 

13,342,912 

251,074 

2,123,855 

1,893,214 

45,836 

34,471,273 

44,458 

2,114,180 


Georgia 
Hawaii  . 
Idaho 
Illinois  . 
Indiana 
Iowa  .  . 
Kansas 
Kentucky 
Louisiana 
Maine  . 


70 

1 

5 

246 

56 

66 

122 

70 

33 

6 


56 

1 

5 

154 

53 

46 

49 

45 

21 

5 


7,534,142 

3,419 

158,686 

3,349,672 

1,663,598 

1,925,309 

652,914 

287,784 

1,437,138 

13,126 


Maryland  .  .  . 
Massachusetts 
Michigan  .  .  . 
Minnesota  .  .  . 
Mississippi  .  .  . 
Missouri  .  .  .  . 
Montana  .  .  .  . 
Nebraska  .  .  . 
Nevada  .  .  .  . 
New  Hampshire 


22 

21 

42 

124 

23 

58 

21 

100 

6 

7 


19 

17 

33 

105 

13 

41 

15 

58 

5 

5 


441,333 

682,463 

795,423 

1,345,123 

109,662 

786,421 

171,184 

1,962,251 

13,556,903 

2,392,706 


New  Jersey  .  . 
New  Mexico  .  . 
New  York  .  .  . 
North  Carolina  . 
North  Dakota 

Ohio . 

Oklahoma  .  .  . 
Oregon  .  .  .  . 
Pennsylvania 
Rhode  Island 


32 

28 

70 

11 

18 

123 

121 

5 

119 

2 


South  Carolina 
South  Dakota 
Tennessee  .  . 
Texas  .... 

Utah . 

Vermont  .  .  . 
Virginia  .  .  . 
Washington  . 
West  Virginia 
Wisconsin  .  . 
Wyoming  .  . 


21 

22 

44 

456 

8 

9 

30 

22 

41 

73 

19 


Note:  Preliminary  end-of-quarter  data. 


29 

226,624 

20 

74,347 

53 

7,888,467 

10 

803,974 

15 

32,995 

101 

9,970,596 

63 

148,341 

5 

1,350,162 

83 

581,786 

2 

68,310 

21 

118,714 

14 

11,627,231 

27 

1,181,004 

208 

1,403,017 

7 

279,661 

6 

69,187 

19 

791,949 

21 

2,418,208 

20 

1 20,386 

69 

497,633 

16 

17,608 
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Consolidated  foreign  and  domestic  loans  and  leases  past  due  at  national  banks,  December  31 ,  1995 

(Dollar  amounts  in  millions) 


Number 

of 

banks 

Ty 

pe  of  loan 

All  real 
estate 

Commercial  and 
industrial* 

Personalf 

Leases 

Other 

loansf 

Total 

loans 

To  non-U.S. 
addresses 

All  national  banks 

2,861 

$9,833 

$3,506 

$9,718 

$345 

$483 

$23,886 

$871 

Alabama . 

34 

56 

17 

50 

4 

1 

127 

0 

Alaska . 

4 

21 

12 

9 

0 

1 

43 

0 

Arizona  . 

13 

110 

9 

618 

6 

6 

748 

0 

Arkansas  . 

75 

71 

23 

49 

0 

1 

145 

0 

California  . 

118 

1,149 

364 

205 

14 

29 

1,763 

46 

Colorado  . 

94 

74 

36 

70 

2 

8 

191 

0 

Connecticut . 

9 

137 

22 

33 

0 

6 

198 

0 

Delaware  . 

19 

9 

5 

1,109 

0 

0 

1,124 

0 

District  of  Columbia . 

13 

41 

5 

5 

0 

08 

59 

2 

Florida . 

109 

532 

55 

194 

1 

26 

807 

7 

Georgia . 

70 

244 

167 

319 

5 

6 

741 

1 

Hawaii . 

1 

5 

0 

0 

0 

0 

5 

0 

Idaho  . 

5 

24 

15 

30 

0 

4 

73 

0 

Illinois . 

246 

468 

231 

280 

4 

18 

1,000 

0 

Indiana  . 

56 

191 

104 

267 

5 

7 

574 

0 

Iowa . 

66 

44 

32 

127 

0 

3 

207 

0 

Kansas  . 

122 

63 

29 

55 

1 

4 

152 

0 

Kentucky  . 

70 

109 

31 

96 

7 

7 

250 

0 

Louisiana . 

33 

62 

35 

134 

1 

2 

235 

0 

Maine . 

6 

8 

2 

1 

0 

0 

12 

0 

Maryland  . 

22 

559 

112 

102 

35 

12 

819 

2 

Massachusetts . 

21 

323 

112 

188 

6 

2 

632 

46 

Michigan  . 

42 

133 

41 

130 

0 

1 

304 

0 

Minnesota . 

124 

136 

106 

78 

5 

4 

329 

0 

Mississippi . 

23 

36 

16 

36 

0 

3 

90 

0 

Missouri . 

58 

165 

63 

82 

5 

4 

320 

0 

Montana . 

21 

11 

9 

18 

0 

6 

45 

0 

Nebraska . 

100 

31 

40 

114 

0 

9 

193 

0 

Nevada  . 

6 

19 

2 

664 

1 

0 

687 

0 

New  Hampshire . 

7 

32 

1 

70 

0 

0 

104 

0 

New  Jersey . 

32 

498 

227 

127 

0 

25 

878 

0 

New  Mexico . 

28 

46 

12 

34 

1 

1 

95 

0 

New  York  . 

70 

1,486 

363 

1,501 

152 

52 

3,554 

740 

North  Carolina . 

11 

214 

168 

180 

6 

45 

613 

3 

North  Dakota  . 

18 

9 

11 

7 

0 

5 

33 

0 

Ohio . 

123 

493 

212 

884 

42 

8 

1,638 

0 

Oklahoma . 

121 

95 

43 

45 

0 

8 

192 

0 

Oregon  . 

5 

33 

18 

54 

12 

4 

121 

0 

Pennsylvania  . 

119 

709 

262 

361 

8 

85 

1,426 

0 

Rhode  Island  . 

2 

64 

15 

27 

2 

1 

109 

0 

South  Carolina . 

21 

67 

11 

19 

0 

1 

98 

2 

South  Dakota . 

22 

20 

33 

518 

0 

4 

576 

0 

Tennessee  . 

44 

156 

34 

125 

2 

2 

320 

0 

Texas  . 

456 

612 

233 

321 

4 

29 

1,199 

21 

Utah . 

8 

34 

10 

38 

1 

4 

87 

0 

Vermont  . 

9 

18 

3 

5 

0 

0 

25 

0 

Virginia . 

30 

132 

18 

91 

0 

3 

244 

0 

Washington . 

22 

78 

24 

119 

3 

13 

237 

0 

West  Virginia . 

41 

94 

31 

62 

0 

0 

187 

0 

Wisconsin . 

73 

104 

73 

59 

7 

11 

254 

0 

Wyoming  . 

19 

5 

7 

7 

0 

2 

21 

0 

'For  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial  (time  and  demand)  and  all  other  loans 
tFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans 
tDoes  not  include  banks  with  assets  of  less  than  $300  million. 
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Percent  of  loans  past  due,  by  asset  size  of  national  banks,  December  31,  1995* 


Less 

$100M 

$1B 

Greater 

All 

than 

to 

to 

than 

national 

$100M 

$1B 

$10B 

$10B 

banks 

Real  estate 

March  1995  . 

1.70 

1.37 

1.35 

1.90 

1.66 

June  1995  . 

1.45 

1.20 

1.30 

1.68 

1.49 

September  1995  . 

1.51 

1.26 

1.34 

1.70 

1.53 

December  1995  . 

1.62 

1.38 

1.43 

1.76 

1.61 

Commercial  and  industrialf 

March  1995  . 

3.91 

2.14 

1.02 

0.79 

0.99 

June  1995  . 

3.31 

1.91 

1.06 

0.74 

0.94 

September  1995  . 

3.24 

1.97 

1.12 

0.60 

0.85 

December  1995  . 

3.18 

1.71 

0.95 

0.70 

0.86 

Personal;); 

March  1995  . 

2.28 

1.92 

2.54 

2.64 

2.50 

June  1995  . 

2.13 

1.93 

2.42 

2.75 

2.51 

September  1995  . 

2.48 

2.12 

2.93 

2.84 

2.78 

December  1995  . 

2.63 

2.53 

3.11 

3.06 

3.02 

Leases 

March  1995  . 

1.10 

0.51 

0.41 

0.54 

0.51 

June  1995  . 

1.03 

0.57 

0.55 

0.47 

0.49 

September  1995  . 

1.30 

0.58 

0.68 

0.62 

0.63 

December  1995  . 

1.30 

1.06 

0.87 

0.88 

0.89 

Other  loans . 

March  1995  . 

N/M 

0.49 

1.42 

0.38 

0.53 

June  1995  . 

N/M 

0.44 

0.77 

0.32 

0.38 

September  1995  . 

N/M 

0.40 

0.62 

0.23 

0.28 

December  1995  . 

N/M 

0.50 

0.67 

0.27 

0.33 

Total  loans 

March  1995  . 

1.98 

1.58 

1.64 

1.43 

1.52 

June  1995  . 

1.71 

1.44 

1.54 

1.36 

1.43 

September  1995  . 

1.78 

1.53 

1.77 

1.31 

1.47 

December  1995  . 

1.87 

1.64 

1.87 

1.41 

1.57 

*Past  due  loans  in  each  category  are  stated  as  a  percentage  of  loans  outstanding  of  that  type. 

fFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  commercial(time  and  demand)  and  all  other  loans. 
tFor  banks  with  assets  of  less  than  $300  million,  this  category  captures  installment  loans  and  credit  cards  and  related  plans. 
Note:  Preliminary  end-of-quarter  data. 

N/M=Not  meaningful. 
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Operations  of  national  banks,  1-14 
Past  due  loans: 

by  asset  size  of  national  banks,  235 
consolidated  foreign  and  domestic,  by  state,  234 
Problem  national  bank  trend  line,  65 
Problem  national  banks  by  district,  65 

Risk  management  in  bank  supervision,  125-129 

Sales  of  small  promotional  items,  interpretive  letter, 
133-134 

Special  supervision  and  enforcement  activities,  65-69 
Speeches  and  congressional  testimony,  83-130 
Statistical  tables  on  the  financial  performance  of  na¬ 
tional  banks,  221-236 
Structure  tables,  185-220 

12  CFR  9.18,  interpretive  letter,  159-162 

12  U.S.C.  24(7)5,  interpretive  letter,  141-144 
12  U.S.C.  24(7)6,  interpretive  letter,  141-144 
12  U.S.C.  24(7)9a,  interpretive  letter,  133-134 
12  U.S.C.  24(7)22B,  interpretive  letter,  162-169 
12  U.S.C.  24(7)23C,  interpretive  letters,  136-141,  144-147 
12  U.S.C.  36F(C),  interpretive  letter,  134-136 
12  U.S.C.  92A(a),  interpretive  letter,  147-159 
12  U.S.C.  92A1,  interpretive  letter,  147-159 


238  Quarterly  Journal,  Vol.  I  5,  No.  I ,  March  1996 
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Midwestern  District 

Kansas  City  District  Office 
2345  Grand  Avenue 
Suite  700 

Kansas  City,  MO  64108-2683 
(816)  556-1800 


Western  District 

San  Francisco  District  Office 
50  Fremont  Street 
Suite  3900 

San  Francisco,  CA  94105-2292 
(415)  545-5900 


(404)659-8855 


C) 


Special  Fourth  Class  Rate 
Postage  and  Fees  Paid  by 
Comptroller  of  the  Currency 
Permit  No.  G-8 


Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Washington,  D.C.  20219 

OFFICIAL  BUSINESS 
Penalty  for  Private  Use  $300 
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